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Our 13 years of price reform have broken us free from 
our traditional centralized 


market-regulated As to capital goods prices, our major 
deregulation has been in areas such as the guidance and 
amy ay BAD — RFD, 
prices of the Zaozhuang and X mineral bureaus, 
the prices of 40 indusinal-chemical products, such 
potassium hydroaide. the prices of state-monopolized 
glass. the of all basic machinery parts, the prices 
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quality rolled steel, and the prices of 

mported crude We have elim 

maximum beyond-plan fixed prices of 
steel, and 
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guidance prices As to manufactured consumer 
we have deregulated prices mainly for ones, such as 
TVs, sugar, cotton-print cloth, wool /abric, kni 
wool, and rubber overshoes. and devolved 
authority to lower levels for goods such as 
cloth, T-shirts and singlets, and cotton (interlock) jerseys 
and trousers. In some we have also eaperimented 
with deregulating the fixed procurement prices of grain 
and cooking oi! Meanwhile. local governments at all 
levels have also deregulated a large number of com- 
modity prices. which has increased the percentage of 
te prices. For instance. the number of 

y price-controlied commodities in Jiangsu has 
shrunk from 210 to 20 which, projected into retail 
commodity turnover, means that the percentage of mar- 
ket-regulated prices is up from 68.5 percent in 1991 to 
82.5 percent 


On the other hand, on | September 1992, we released to 
the public the newly revised catalogs of controlled prices 
in the three categories of agricultural products, heavy 
industrial goods. and light industrial goods The release 
of these catalogs has been a big step toward our reform 
goal of “state-control of the prices of the few key com- 
modities that are of importance to the national economy 
and the people's livelihood. with market-regulation of all 
of other commodity prices © 


We began in 1991 to revise these three price-control lists 
that had been drawn up in 1986. While the light indus- 
trial goods catalog came out first at the beginning of 
1992. it was shortly decided that its reform pace was too 
slow as judged by Deng Xiaoping’s speeches on his 
southern tour this spring. so that the SCPGA ummedi- 
ately notifed all areas to temporarily slow its implemen- 
tation and revise it further In the new capital goods and 
communications and transportation price lists, the pn- 
mary central-control varieties have dropped from 737 at 
the end of 1991 to only 89 


Agricultural product prices have taken precedence in our 
overall price reforms, with the number of state- 
controlled prices in the newly revised catalog down from 
40 to nine, of which only six are state-set and the other 
three are state guidance prices, so that it can be said that 
almost all of those that should have been deregulated. 


z% 


In the newly issued three lists. the biggest changes are in 
heavy industrial goods and transportation and commu- 
nications. where state-controlled prices are down from 
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and to raise the prices of a number of commodities If blindly seek economn growth. reform will be adversely 
overall balance between supply and demand is main affected This is something that our ments fespon- 
tained, we can more oF less expect to achieve the goal of — sible for making macroeconomu policy must soberly 
doing away with double-track pricing within the neat few — recognize and strive to avord 
years. thereby straightening the of resources sub- 
ject to market forces This is the key to the reform of the = Wang ‘ty Reed et Real Aomwensy toed 
economic siructure in our country Hf this is done. we can ay. my thy 5 | ‘s 
nage (0 censblicn Tay SY i Ha Phy to the 2 
economy If we e economic growth. By 
> a Gees See Ge oan Se Se Reform and the Acceleration of 

delay price decontrol Prices Seeking a structural mode! that can bring about higher 
— A EAM, Ay islet is to Gesrivation of sxemasen | poate 

nder the capitalist system is the fundamental aim 

Second. blind economic expansion and substantial price cconemle soloon to Chine Although we have achieved 
rises will seriously affect the structural readjustment — ian, successes in the past |} years, we still appear to be 
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2 were Due to the relative balance between 
total and total supply in recent years. a buyers 
market has taken shape to some extent Thu « of 
positive if promoting the innovation of 


products. readjustment of the product mia and the 
readjustment of the industrial structure Only by main. 


taining this market pressure will enterprises in the over: 
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for 
eration of reform If we fail to see this need. and instead 


dragging our feet An important reason is that we have 
hot come to a consensus on achieving a wingle standard 
for efficrency in the distribution of resources Because of 
this, we have a situation where theory lags behind 
practice. and traditional concepts are hampering the 
workings of reform The gist of Comrade Deng Xiaoping 
talks around the tyme of the Spring Festival is to run the 
country by domg actual work and intensify reform using 
efficiency as our standard Judging from the present 
situation in China. paying close attention to the devel- 
opment of stock markets 1s the key to the intensification 
of reform and the acceleration of development This is 
also a pont | have been advocating these past years 


Why is it that paying close attention to the development 
of stock markets, not other measures, is the key to the 
intensification of reform and the acceleration of devel- 
opment” The following are the main reasons 


First, paying close attention to the development of stock 
markets means that we must carry out a thoroughgoing 
revolution in the distribution of resources and consign a 
conwderable part of our resources to the market so that 
the flow of monetary funds and actual production factors 
can be guided by the law of symmetrical risks and returns 
in the market mechanism Although we have carned out 
many reforms on the macrocontrol system since 1979, 
we have not been able to do away with the traditional 
practice of planned management. craamination, and 
approval by administrative departments in the distribu- 
tion of funds The narrowing of the scope of distribution 
by state financial departments and the cxapansion of the 
scope of disinbution by banks are merely changes in the 
way State enterprises are fed with funds. They have not 
changed the essence of the problem In developing stock 
markets, what we must do is to gradually cut off the 
fund-feeding ties between the state and enterprises. 
under the premise of lifting restrictions on financing by 
enterprises. and increase the risk and interest constraints 
of enterprises in rarsing funds in the market: The money 
market also has to promote the transfer of actual pro- 
duction factors from the realm of low-efficiency to that 
of high-efficiency under the guidance of capital price 


Second. paying close attention to the development of 
stock markets can help us rebuild a microeconomic 
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foundation. The microeconomic economic foundation is 
to the system of macro 


run lies in whether or not organi. 
and distribution mechanisms based on 
relations are rational and perfect: We will 
or about something if we are not sure 
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importantly, it can fundamentally change the 
tional form of correct the drawback of 
having poorly equity relations, rationalize the 


and distribution according to fund 
contribution, and gradually effect a radical cure for the 
problem of short-term actions 


_ payne close attention to the development of 
can help stabilize the macroeconomy A 
indication of macroeconomic stability is the 
of serious inflation, while the principal yardstick 
inflation is an upswing in the consumer price 
obvious imbalance between the 
for consumer goods. Thus. the key 
izing consumer purchasing 
money. As the situation 

rchasing power is in the 
Cash in the hands of households 
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To begin with, the government and the central bank 
should cul unnecessary controls and intervention in 
monetary affairs As the situation in China shows, mon- 
etary control and intervention mainly find expression in 
four areas |) Restrictions on the authority of banking 
institutions to examine and approve loan applications. 
2) Controls over loan distribution 3) Controls over 
interest rates 4) Controls over direct financing by enter- 
prises. In order to step up the development of stock 
markets and intensify monetary reform. control in these 
four areas should be appropriately relased 


Second, in the spirit of Comrade Deng Xiaoping’s talks, 
regions with better basic conditions should blaze their 
own new trails In stepping up the implementation of the 
shareholding system in enterprises and the development 
of stock markets. in particular, we may, drawing on the 
experience of individual localities, circumvent overelab- 
orate and harsh approval procedures and adopt positive 
but prudent reform gestures by adopting such means as 
the “internal weuance” or “internal transaction” of 
shares 


Third. in the course of stepping up the development of 
stock markets, it is necessary to fully make use of 
government bonds as a means of financing and increase 
the issuance of government bonds in our efforts to raise 
funds and make structural readjustments. It is also 
necessary to combine quantitative regulation with price 
regulation, make comprehensive use of monetary and 
financial policies in the money market, and maintain the 
overall stability of the macroeconomy. 


Last, it 18 necessary to strengthen financial legislation 
and uphold the principle of freedom and moderation in 
order to ensure the operation of the money market 
according to given specifications and standards. In 
financing through share and bond issues, it 1s necessary 
to appropriately relax restrictions while guarding against 
the tendency to turn the exercise into some kind of 
“movement.” The country as a whole may develop stock 
markets in a selective and orderly way according to the 
level of economic development and economic zoning. 
When expernence and lessons have been gained, they 
should be promptly summed up and publicized and 


promoted throughout the country. 


Li Xiaoxi [2621 2556 6007 of the Institute of Finance, 
Commerce and Commodity Economics under the 

Chinese Academy of Social Sciences: “Face the Practice 
of Reform, Conduct In-Depth Investigations and 


In the current new high tide of economic reform, eco- 
nomic theorists are confronted with the question of how 
to face the practice of reform and conduct in-depth 
investigations and studies. During his recent tour of 
South China, Comrade Xiaoping set an example “or 
investigations and studies. The Political Bureau of the 
CPC Central Commitice pointed out at one of its meet- 


ings that al present, we ust pay special attention to 
major questions of reform and construction that may 














affect the overall situation, and conduct in-depth inves: 
tigations and studies on these 


What are the new characteristics of investigations and 
studies under the present situation” In my opinion, there 
are the characteristics: First, the direction of 
economic invest and studies has become more 
clear and definite. This direction is to take economic 
construction as the central battlefield and economic 
structural reform as the main theme Second, the content 
of in and studies has become more clear and 
definite: Comrade Xiaoping's talks. for example, have 
bru ught up many issues to be looked at. These include 
the question of the development of foreign-funded enter. 
question of stock markets, the question of 
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The Central Committee pointed 


and opening, we must pluck up 


if 
itl 


practitioners, the important thing is to be 
economic theorists, there is also the 
of “being good at” to take into account. What 
18 Means is that we must be good at summing up and 
promptly discovering successful in order to 
reform and opening on a theoretical level 
, the obj of economic investigations and 
studies have more creative. As Comrade 
Xiaoping pointed out, many places have come up with 
creative approaches to reform and opening, and as the 
Central Committee relaxes its policies toward the local- 
ities, there will be even more new innovations This will 
provide an excellent opportunity for producing results in 
investiga ‘ons and studies. 


It should als» be pointed out that the question of taking 


dies. The actual situation is com 
plicated and peopl. is divergent. The 
same thing may be» differently by different people 
What criterion do \ AP .§ 4. Tt. 
wrongs of reform and. _ ning? This has now been made 
clear. What we must do is to see their role in the 
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“Do not engage 9 contention” This has proved effec: 
tive and beneficial in practice Contention seems 
unavoidable in theoretial work Why do we say that ‘do 
NOt engage IN Contention has its merits’ As | see it, it is 
because || advocates paying attention to practice and to 
investigations and studies When something has been 
proved good in practice it 1s easier to reach a common 
theoretical undersianding (nce divorced from the cr- 
terion of practice. it 1s very difficult to argue things out in 
theoretical terms Thus. “do not engage in contention” 
does not mean that we should do away with theory What 
it means is that we should reject empty theories that are 
divorced from reality, reyect theoretical debates, and 
reject empty contentions based on book knowledge 
alone 


Taking part in current economic investigations and 
Studies is not in conflict with basic research on economic 
theories. To the contrary, the two promote cach other 
The depth of economic theoretical research has as its 
premise the depth of one's knowledge and understanding 
of the actual situation Some ‘pure theories.” such as the 
methodology of economic analysis, owe their birth to a 
deep understanding of the actual state of economic 
operation. As for socialist theones with Chinese charac- 
teristics, the theones behind China's economic reform 
are based on an understanding of China's conditions and 
the reality of China's reform and opening. Our reform 
and opening owe their success not to book knowledge but 
to practice The rural contract responsibility system with 
remuneration linked to output was popularized by the 
Central Committee after actual investigations and 
studies. In recent years, it seems that significant reports 
of investigations and studies are few and far between At 
the same time, writings and treatises based on in-depth 
investigations and studies are welcomed by departments 
and the personnel responsible for actual work This 
development deserves the attention of economists In 
My opinion, energetically encouraging economic theo- 
rists to conduct investigations and studies in the next 
step of reform and opening will not oniy be beneficial to 
the promotion of reform and opening but will do the 
long-term development of economic theornes a lot of 
good 


Li Vang [2621 2254] of the Institute of Finance, 
Commerce and Commodity Economics under the 
Chinese Academy of Social Sciences: “Shape a Revenue 
Structure That Is Suited to the Commodity Economy” 


Profits levied on the income of enterprises have always 
formed an important part of China's financial revenue 
in 1978 before the reform, enterprise income accounted 
for as much as 5! percent of state revenue By 1990, 
revenue from enterprise earning tax and enterprise 
income tax, as well as funds for key energy and transport 
projects and budget regulation funds levied on the 
profits of enterprises, still made up about 3 percent of 
state revenue. This phenomenon is unique to “hina. If 
the proportion of enterprise carnings tax in static revenue 
1s used to Measure a country’s dependence on enterprise 
profits for its state revenue. the respective data for the 
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United States, Germany, Britain, France, India, Egypt. 
Thailand and Hu between 1987 and 1989 were 7 2 
percent, 8.1 percent, 9.6 percent, 6.1 percent, 5 percent, 
12.8 percent, || 4 percent, and 35.4 percent respectively 
By comparison, our on enterprise profits for 
state revenue is quite high. Uncer the backdrop of this 
high dependence on enterprise profits for tate revenue. 
the government often finds itself in a dilemma when 
carrying Out macroconirol In ‘ts attempts to increase 
state revenue, profits at the d of enterprises will 
invariably be reduced. This will no doubt weaken the 
motivating force of economic development. In its 
atlempts to promote economic development, it will have 
to give enterprises incentive by letting them retain a 
oo of their profits. This means that state revenue 

in danger of lcing cut. Looking back over the past 40 
years or 80, our state revenue has always been in such a 
dilemma. We would say that unless we can get over this 
dilemma, all reforms aimed at the invigoration of enter- 
prises and the establishment of macrocontrol systems 
that suit the needs of the commodity economy wi!! run 
into serious obstacles. 


The way to over this dilemma is to find out what 
causes this ma. The first thing that comes into 
mind is the excessively high enterprise earnings tax (or 
——- of ts Landed over by enterprises). 
Among di { enterprise tax rates currently in 
force, the tax rate for large and medium-sized state 
enterprises is the highest. exceeding 55 percent. This, 
the “two funds” levied on profits, 
of over 60 percent. However. 

in foreign countries is also quite 

high, usually between 40 and 50 percent. Even though 
our enterprise carn tax rate can be considered high 
ag yah this may not be the real picture 
we take into account various kinds of tax reductions or 

remissions and the scale of losses sustained by enter- 
prises), a difference of about 10 percent in tax rate 
cannot account for a difference of two to three times in 
revenue. Another reason may be due to differences in 
enterprise profitability. We have noticed that enterprises 
in developed countries are large in scale and high in 
efficiency, but their profit rate is not high. For example. 
nited States, the return on sales only averaged 
5.5 percent for the top 500 companies in 1988. During 
the same period, the return on sales for Chinese indus- 
tnal enterprises with independent accounting under 
ownership by the whole people was as high as 12.43 
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It seems that the main reason for our high dependence 
on enterprise profits for state revenue may have been 


wage cost. The government, 


Because of this, the industrial sector can 
ize the bulk of these profits 


high 
on the other hand. can central 
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in its Own hands through the system of unified receipts 
by the State and can carry oul large-scale investment 
through the system of unified allocations by the state, 
thereby achieving a high economic growth rate aimed at 
“catching up with and surpassing.” This patiern of 
distribution and redistribution of national income may 
be conducive to stepping up the pace of industrializa- 
tion, but its hidden dangers have a far-reaching influ- 
ence. The most serious problem is that wages cannot 
completely cover the cost of labor power reproduction 
With artificially low wages. many normal eapenditures 
for the reproduction of labor power, such as capenses on 
housing, transportation, medical care, education and 
sion, have had to look for sources outside wages 
of these funds come from enterprises, cither 
included as costs or directly expended from profits, 
others come from state revenue This explains the pres- 
ence of the ever-growing open or hidden subsidies 
Statistics show that in the income of urban employees. 
only account for about half of their total income, 
with the other half made up of subsidies, allowances, 
fringe benefits, bonuses. and payments in kind drawn 
under all kinds of pretexts. In recent years, people have 
been talking about how wages are cating into profits and 
how individuals are favored in the distribution of 
national income. In our opimon, this way of summing up 
the changes in the structure of national income distribu- 
tion tally with the facts. However, we also think that 
these changes are both reasonable and normal as a 
development trend, because they reflect the objective 
demand for the structure of national income distribution 
to change in accordance with the development of the 
planned commodity economy. Even though confusion 
has erupted in the course of these changes. these are but 
penalties meted out on the national income distribution 
system shaped by the traditional structure. Here, we can 
see a chain which touches on more aspects and which 1s 
more substantial. On the one hand, low wages have led to 
high profits, making state revenue more dependent on 
enterprise profits. On the other hand, low wages have 
made it imperative for enterprise profits to be spent on 
wage-equivalent purposes on a massive scale, and for 
state revenue to be spent on wage-equivalent and welfare 
subsidies on a massive scale. 


Based on the above analysis, we believe that in future 
reforms, we should redetermine the share of wages and 
profits in national income by including all kinds of wage 
equivalents and welfare subsidies, allowances, fringe 
benefits. and bonuses into wages so that the wage and 
profit rates can more correctly reflect labor and capital 
contributions. In this way, the state revenue structure 
will be established on a true tax revenue structure. How 
should the revenue and expenditure structure be read- 
justed in the process of this change’? Or put more 
specifically, when the profits of enterprises are reduced 
as a result of rising wage costs, and state revenue from 
enterprise profits is cut by a big margin, how can we 
maintain the scale of state revenue”? On this extremely 
complicated question, all we can do here 1s to attempt a 
rough discussion. First, although duties on commodities 
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are likely to remain the principal tax type for a consid: 
erably long period to come, the existing levy system must 
be changed. Value added tax should be practiced in a 
comprehensive way from commodity production to 
retailing as quickly as possible. At the same time, a small 
number of consumer goods should be selected for the 
cross-ievying of consumption tax or product tax. Second, 
on the basis of improving the existing land tax, property 
tax, and urban maintenance and construction tax, and 
rectifying the existing system of fee collection and appor- 
tionments, efforts should be made to establish an effec- 
tive system for taxing property as quickly as possible. 
Third, while unifying the tax rates for enterprise earning 
tax and strengthening the levying of personal income tax, 
we should lose no time introducing a payroll tax. The 
idea is that through this tax, additional expenditures on 
medical care, pi unemployment insurance and 
housing in staff and workers’ wages will be withheld by 
the government and allocated in a unified way by the 
government. When discussing reform of the taxation 
system in the past, people were of the opinion that this 
type of tax, which is widely practiced in develoned 
countries, was not suitable for China. As we see it now, 
the practice of reform has made the introduction of this 
type of tax the order of the day. 


Jin Bei 8951] of the Institute of Industrial 

under the Chinese of Social 
Sciences: “We Must See the Urgent Need To Continue 
Reform and Step Up Development” 


Since the late 1970s, the pace of economic development 
has picked up markedly. It took Britain, the United 
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States, and Japan 58, 47 and 34 years respectively to 
double their per capita output during their industnaliza- 
tion process, Turkey, Brazil and South Korea took 20, 18 
and || years respectively to complete this process. China 
did it in 10 years. (Footnote |) (See World Bank: /99/ 
World Development Report, China Finance and Eco- 
nomics Publishing House, pp | 2-13) We have reason to 
feel proud of the great achievements we have made since 
reform and opening, but we must not let success go to 
our heads and lose our sense of urgency China is 
developing, but so is the rest of the world. Although our 
economi development is by no means slow, there 1s as 
yet no conclusive proof that our level of economic 
development has seen marked improvement in relation 
to the international level. Between 1980 and 1989, 
China's position in terms of per capita GNP ranking 
arranged from the bottom up dropped from 24th to 21st, 
while India, which closely follows China, rose from 19th 
io 20th, Sri Lanka overtook us and jumped to 31st place 
from 21st. Compared with the mean value of GNP per 
capita for low-income countries, China's position 
declined from having a |2 percent lead to having only a 
six percent lead The gap with the developed countries 1s 
widening. Our GNP per capita, which was 2.55 percent 
that of the United States in 1980, slipped to 1.67 percent 
by 1989. (See Table |) Of course, simple statistics may 
not be able to accurately reflect the complicated phe- 
nomena of economic development, but at least they 
show that since economic development is essentially an 
international phenomenon. it invanably manifests itself 
as an international race. No speed, no international 
standing. Countries that drag their feet will be pitifully 
left behind. 





Table 1: Comparison of Relative International Level in Per-capita GNP 























Ordinal Nember in GNP per capita As % of Mean Valve for Low-income As © of US. GNP per capita 
Ranking* Countries 
1980 1986 1989 1980 1986 1989 1980 i986 | 1989 
China 24 22 21 12 TT 106 ass | in 167 
India 19 20 20 92 107 103 2) 166 163 
Sri Lanka 21 rT rT 104 148 130 238 229 206 
Thailand $1 $5 64 258 300 370 59 463 $8) 
































©" he greater the ordinal number, the higher the relative international level of GNP per capita in question Source Relevant data in "982 World 
Development Report,” “1988 World Development Report” and “199! World Development Report” published by the World Bank 





Seen from the history of industrialization in different 
countries, the fundamental factor that has determined 
the pace of economic development for a long time is 
economic efficiency. A world-renowned economist once 
pointed out: “Industrial societies are economizing soci- 
eties, that is, they are organized around a principle of 
functional efficiency whose desideratum is to get ‘more 
for less’ and to choose the more ‘rational’ course of 
action. Thus a decision to use natural gas rather than 
coal as an energy fuel will be dictated by comparative 
costs, and the decision of how to schedule work will 
depend upon an appropriate combination of materials 





and skills available Ideology, to this extent, becomes 
irrelevant and is replaced by ‘economics’ in the guise of 
production functions, capital output ratios, marginal 
efficiency of capital, linear programming, and the like.” 
(Footnote 2—Daniel Bell: “The Coming of Post- 
Industrial Society,” Commercial Press, 1986, p 87) The 
major problem in our economic development is precisely 
our low economic efficiency. Not only have our struc- 
tural drawbacks affected efficiency, but in policy inch- 
nation, we tend to take ideological value judgments as 
the criteria at the expense of the realization of the 
principle of efficiency based on ‘economic rationality’ 
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In this sense, China is far from being a true “industrial 
society.” To a large extent, it still has the characteristics 
of a “traditional society.” 


The 1990s will be the most crucial period in our history 
of industrialization. In the previous 40 years, our indus- 
tralization was mainly pushed by the low-cost supply of 
resources, and most of our industrialization policies 
were aimed at mobilization and the massive input of 
low-cost manpower, maternal, and financial resources. 
However, since the commencement of rapid industrial- 
ization in the 1980s, the price of resources began to 
increase by a big margin. As determined by the universal 
law of economic development for all countries, it is 
inevitable that the cost price of our resources will further 
increase in the 1990's. This is particularly true following 
the rise in our level of per-capita national income and the 
further opening of the country to the outside world. 
China will enter a “transitional period in wages,” with 
our wage rate steadily gcing up by a big margin and 
gradually approaching international levels. At the same 
time, due to changes in macroeconomic conditions, it 
will no longer be possible to implement an expansionist 
macro-demand policy in the 1990's. This means that the 
scale and structure of demand will become effective 
constraints on economic growth, and industnal enter- 
prises wi!l no longer be able to pass on cost-push burdens 
mainly by raising the selling price of products. Thus, 
whether or not we can effect a change from mainly 
relying on low-cost supply of resources to mainly relying 
on the advantages of high efficiency, effectively dis- 
tribute and make use of rare resources, free ourselves 
from the “low-efficiency trap” that has been troubling 
us, and step up economic development have become 
decisive issues in the success of our industrialization 


The practice of economic development in various parts 
of the world proves that the fundamental way to raise 
efficiency is to follow the law governing the development 
of the commodity economy, form optimization and 
motivation mechanisms where “only the best survive” 
through intensified market competition and enforce eco- 
nomic rationalization laws. This kind of mechanism. 
which puts “efficiency above everything -lse,” seems 
merciless, as it will touch on the vital interests of all 
social strata, some of which may even have to pay a 
painful price. However, many things in history which 
seem merciless are in fact full of mercy. Industnalization 
means achieving a high level of efficiency for the whole 
society. Only when has been increased and the 
economy has been developed will the people's living 
standards be improved. Only then will the Chinese 
nation be truly worthy of its place among the world of 
nations. Thus, we must further emancipate our mind, 
truly embrace economic policies and principles that take 
economic construction as the central task and the devel- 
opment of productive forces as the aim, promote struc- 
tural reform at a deeper level and liberate social produc- 
tive forces with greater guts and courage so as to 
fundamentally overcome the chronic malady of low 
economic efficiency and step up the pace of economic 
development. 
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Of course we cannot simply rely on guts and courage in 
our reform and development. Successful reform and 
development also requires sober deliberation, scientific 
argumentation, a careful weighing of the pros and cons, 
and cautious actions. This gives our economic workers a 
task of historic importance. In addition to enthusiast: 
cally calling for reform and energetically advocating 
development, they must also carefully plan the reform 
and strive to achieve a faster pace at the cost of tolerable 
risks and shocks. 


the Chinese Academy of Social 
“Proceed From Property Relations 0 
Intensify the Reform of State 


The reform of state enterprises has all along been the 
center of attention and the focus of theoretical research 
It 18 also a relatively weak link in the economic structural 
reform as a whole. In particular, after the extensive 
pron.otion of the contract managemert responsibility 
system during 1987-1988, we have yet to see the intro- 
duction of feasible and thoughly thought out measures 
and have noi made any headway in intensifying reform 
of state enterprises. In criticism of total privatization. 
the fact that theoretical demarcation lines are indistinct 
and actual demarcation lines are obscured has hindered 
our theoretical probes on the question of ownership 
reform and has presented man-made obstacles to the 
reform of state enterprises 


In the early stage of reform, state enterprises accounted 
for about 87 percent of the industrial assets structure and 
about 92 percent of the output structure. Today, these 
two indices have dropped to 82 percent and 52 percent 
respectively. The relative output rate of state enterprises 
has been declining at a rate of over 2 percentage points 
each year, and because structural ‘eform has been lag- 
ging behind, more than one-third of state assets have not 
been effectively brought into play. In 1991, the number 
of enterprises running at a loss made up 27.8 percent of 
the total number of state enterprises. Their losses totaled 
31.05 billion yuan, equivalent to about two-thirds of the 
total profits realized by state enterprises in a year. Uniess 
this state of affairs is quickly put to an end, the natural 
elimination of the state-owned economy will take place 
sooner or later 


Although the contract management responsibility 
system, which is extensively practiced today, has made 
some headway in delegating power to lower levels and 
letting them retain a proportion of profits, the overall 
effect of implementation is far from what was initially 
anticipated. The completion rate for the first round of 
contracting during 1987 and 1990 was only 60-70 per- 
cent. When the second round of contracting began in 
1991, there was a general tendency to take the exercise as 
a mere formality due to the instability of policies, the 
absence of a clear market orientation and the lack of 
guarantee for the management autonomy of enterprises. 
The base figures for contracting are treated with greater 
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flexibility and competitive mechanisms, such as invita 

tion bids and tenders, have been eliminated. There is a 

ing tendency for the system of personal responsi- 

lit | A. the factory director to be replaced by con- 

weg by party-, goverument- and worker-led collec- 

percentage of contract targets being fixed and 

A On a year-to-year basis has increased by a big 

Hy ay Changes have caused the contract system 

in the direction of sofi constraints, low 
responsibility, and the absence of msks. 


Why is it that the introduction of the contract system to 
cities has not produced the anticipated results? The main 
reason is that the contracting of industnal enterprises is 
essentialiy different from the output-related contract 
system in rural areas. In rural coptvacting, what is 
contracted is land, which is a basic production factor. 
The resultant change in the organization of production 
turns the peasant households into basic economic 
accounting and operation units They in fact own the 
means as well as the fruits of production. Because of this. 
effective motivation, constraint and risk-bearing mech- 
anisms are established. The contracting of industrial 
enterprises, on the other hand. applies to the output 
capacity of the contracted enterprises alone without any 
change to the organization of production. Since corre- 
sponding changes have not been made in the system of 
property rights and in the form of organization, and 
since effective structural mechanisms have not been 
established to adjust and govern enterprise actions, this 
system has not played as positive a role as the rural 
oOutput-related contract system. Thus, the contract 
system has failed to achieve the fundamental! aim of 
enterprise reform, that is, to establish effective motiva- 
tion, constraint and msk-bearing mechanisms, and has 
failed to become the basic structural form that can turn 
State enterprises into commodity producers. Moreover. 
because the organizational form of property relations 
remains unchanged, the structural basis for administra- 
tive intervention cannot be eliminated ard enterprises 
are deprived of their management autonomy. Thus. the 
possibility of a return to the old structure still exists. 


This shows that proceeding from property relations to 
intensify the reform of state enterprises is something 
imperative. Seen from the basic operating laws of the 
commodity economy, the transition to the shareholding 
system is the direction for intensifying the reform of 
State enterprises and eliminating structural backward- 
ness. Reform in this respect should cover the following 
basic parts: 

First, change the organizational form of property rela- 
tions through equity shareholdings. On the basis of a 
clear inventory of assets and by means of division or 
sale, the equity of enterprises under public ownership is 
divided among different shareholders. The new equity 
entity which is made up of shareholders includes four 
basic types. The first type is shareholding by govern- 
ments at various levels. The equity of an enterprise is 
divided among local governments at various levels, and 
divicend payments will constitute the basis of their 
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revenue. The second type is shareholding by corporate 
bodies. Key project construction funds, energy and 
transport project funds, various type* of trust and insur. 
ance funds, pension funds, social insurance funds and 
other corporate bodies may, through investment hold- 
ings, obtain dividend income and take this income as a 
basic source of their funds. The third type is cross 
shareholding between enterprises. Through cross 
holding, enterprises can promote the accommodation 
and circulation of funds and increase the efficiency of 
capital distribution. The fourth type is shareholding by 
individual members of society This means of turning 
income inte assets and capital can absorb huge amounts 
of personal savings, which will do both society and 
individuals a loi of good 


Second, establish systems for the liquidation and elimi- 
nation of enterprises and the redistribution of their 
assets through the establishment of capital markets. On 
the basis of changing the equity system, efforts should be 
made to establish share issue and transaction markets, 
create venues for the effective re-distribution of assets, 
and promote equity transfer within the framework of the 
whole society in order to change the present situation 
where assets cannot be transferred and state industrial 
policies cannot be implemented. Through capital mar- 
kets, the state can sell those enterprises which have long 
been poorly managed or those enterprises which should 
be eliminated according to the onentation of market 
supply-demand or the state's industrial policies. On the 
one hand, this can enable the state to amass initiation 
funds for industrial structural readjustment and ins’ iu- 
tional reforms. On the other hand, it can alleviate the 
difficulties of state financial departments and put to an 
end the situation where some enterprises have to live on 
subsidies for »rolonged periods. Through these changes, 
a new equity system strucure which suits the needs of ihe 
commodity economy can be established. With this new 
structure, where competition and elimination comple- 
ment each other, where motivation and constraints are 
equally stressed, and where earnings are tied to risks, the 
poor performance o! publicly owned enterprises can be 
put to an end. 


Third, effectively change the economic functions of the 
government through the establishment of state asset 
management organs. In order to effectively manage 
share equities owned by the government, a number of 
state asset management organs with the appreciation of 
asset values and profit-making as their aims should be 
established to represent the interests of state assets. They 
should be responsible for appointing members of boards 
of directors, ensuring the appreciation and income of 
State assets, and handling financial matters, such as 
investment, equity transfer, liquidation and debt repay- 
ment. In step with this organizational development, 
relevant government departments at various levels 
should cut off their ties with enterprises and take up their 
new economic functions, that is, to formulate govern- 
ment programs and policies for the respective trade, 
carry out statistical accounting, and provide information 
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well-developed the old struc- 
ture has been of reform. 
Fit by tt 
have been developing. on the whole we are stil! operating 
in an environment where and new structures 
exist wide . there are 
ewential in the departments and means upon 
which individual organs and 
means act in the same unified cconomic system. the 
difference in the way resources are allocated and the 
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and interest structure formed under the traditional struc: 
ture Thus. whether we hope to increase the operating 
sevens Oe eating) aneny op Saher naa a 
play the regulatory role of the market, we pa 
atlention to the institutional and organizational devel 
opment of markets as quickly as possible 


Market development as a bask 
change. is a complicated and form project of social 
systems engineering Alt there are differences in 
tasks during different and under different con: 
ditions. there 18 No dispute over this of that “main line of 
reform © Of course. on the question of how to effectively 
Promote the institutional and organizational develop: 
ment of markets. there are stil! some issues that have to 
be examined in depth 


First, how to effectively promote change in the 

mechaniems of state enterprises This is the key to the 
development of true market entities at the present tage 
This question becomes even more pressing when a 
structure made up of diverse economic sectors is initially 
taking shape Alt present. the common are to 
steer enterprises toward the market. putting stress on the 
transformation of the internal mechanisms of enterprises 
after providing them with the necessary external envi- 
ronment, making a concerted effort to “smash the three 
irons,” and so on On closer examination, we find that 
these suggestions are inadequate in two respects |) Not 
enough stress has been put on the responsibility of the 
government in bringing about the separation of govern- 
ment and en functions and changing enterprise 
mechanisms change of enterprise mechaniems 
depends on internal and external factors The question 
how 1s whether enterprises have the “necessary” external 
conditions and what are the internal and external factors 
in the transformation of enterprise mechaniems In my 
opimon. first of all. there are vast differences in the 
external environment of enterprises between regions and 
between departments. and we should not think that i 6 
the same throughout. Overall. however. this “necessary” 
external environment is not yet present Second, during 
the penod of structural transformation. in what direc- 


excessive administrative intervention remains a primary 
obstacie preventing enterprises from becoming indepen- 
dent operators responsible for their own profits and 
losses Unless this state of affairs 1s changed. enterprises 
will have difficulty realizing the transformation of enter- 
prises simply by “working on their internal skills.” 2) 
Not enough stress has been pul on the equity system, 
which fundamentally conditions the transformation of 


on 
administrative means for distribution and its lack of 


intervene in the business activities of enterprises, while 
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the basis of the public ownership system, and the solu- 
tion of which problems should be given priority. 


Presently, when arguing in favor of the shareholding 
the are the reasons that are mostly 
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Third, it will straighten out the proprietary relations. It is 
believed that 


establishing enterprises on the share- 
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First, raising capital. Although individual —y - are 
presently very high in China, all these funds are already 
used in indirect financing through banks. If part of these 
funds were siphoned off for the purchase of shares, it 
would merely amount to changing the form in which 
these funds are used, namely from indirect investments 
to direct investments without the intermediary of the 
banks, and this would not at all add to the overall 
amount of capital funds. It must furthermore be consid- 
ered that China's stock market is still extremely under- 
developed, and that it cannot yet effectively promote the 
rational flow of social funds toward highly profitable 
enterprises and industries. Individual investors outside 
the enterprises are also hardly well informed on the 
business operations of enterprises. Under these condi- 
tions further study and discussion is needed as to 
whether indirect capitalization or direct investment by 
individuals should be given preference, and which form 
of fund use is to be _ It is my opinion that in the 
raising and use of its capital funds, China should build 
up and perfect a financial system that emphasizes indi- 
rect capitalization, \.¢., raising capital funds by attracting 
deposits or by issuing bonds through banking or other 
financial institutions, and have such funds issued later as 
investments. Because banking and other specialized 
financial institutions are so much better informed and 
are better capable of investigating business conditions of 
enterprises applying for loans, utilization of social funds 
by them, as long as there will be an earnest reform and 
perfection of the business system of the banks them- 
selves, is certainly bound to be much more effective than 
any method of direct investments by the citizens indi- 
vidually during this initial period of development of 
markets in China, and for a considerable length of time 
that this development will take. 


As to the previously mentioned danger of an untoward 
inrush of funds that could upset the market “like a horde 
of rapacious beasts let loose.” if 1t would be possible to 
divert a part of the individual savings to direct invest- 
ments, this would certainly constitute an element of 
stability and reduce any pressure that could indeed upset 
the market. However, any diversion of this nature must 
not involve the total amount, but only a comparatively 
small portion, the danger of jolting the market cannot be 
completely eradicated. Actually, the crucial point to 
ensure market stability does not depend on the amounts 
of savings, but on a more or less balanced state between 
supply and aggregate demand and on a steady 

of the economy. If the economy fails to develop 

in a well-coordinated way, even absorption in shares of a 
portion of the individual savings could still leave a 
remaining balance capable of breaking loose “like rapa- 
cious beasts” and cause inflation of commodity prices. 
We may therefore only say that instituting the share- 
holding system is undeniably of advantage for the raising 
of capital funds, but we certainly cannot say that it is the 
principal basis or fundamental point of primary atten- 
tion in the decision to promote the shareholding system. 


Second, the enthusiasm of staff and workers. It 1s crucial 
for any stimulation of enthusiasm among the masses of 
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employees and workers to devite a way of linking the 
success or failure of business operations of the enterprise 
with the gain or losses that would devolve on its 


employees and workers. In situations where the share- 
holding system has y become a set ition, 
employees and workers to hold in their 


specifically this aspect that constitutes the 
principal Objective and fundamental point of attention 
instituting the shareholding system for enterprises 





enterprise holding shares. 
while it is not the focal point and basis for the promotion 
of the shareholding system. 





system for enterprises owned by the whole 
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groups formed by business managers? The reason is that 

4 certain special effect and mechanism is involved here 

» corporate enterprises are holding each other's 
res. 


In the reform of China's state enterprises, the share- 
holding system will not be achieved through privatiza- 
tion, but will rather initiate a shareholding system on the 
basis of the system of public ownership. Joint-stock 
enterprises of the future will therefore have a compara- 
tively minor proportion of individual shareholders, 
while the proportion of shares held mutually by corpo- 
rate enterprises will be very high. In this respect they will 
evidently be very similar to Japanese enterprises. An 
analysis of the situation of Japanese corporate enter- 
prises will therefore be of a certain reference value in our 
considerations of the problems of the shareholding 


system. 


According to statistics, in 1989 the ion of indi- 
vidual shareholders accounted for only 22.6 percent for 
all the stocks in Japan listed for trading, while the share 
holdings of corporations accounted for as much as 72 
percent. Because the mutual share holdings by corpora- 
tions can easily lead to monopolies, there are restrictions 
against such holdings in the laws of all countries. How- 
ever, restrictions in the Japanese law against corpora- 
tions holding each other's shares are not as strict, com- 
nnty! speaking, as in the various countries of 

urope and the United States. The mutual holding of 
shares among corporations 1s therefore quite prevalent in 
Japan, and this is indeed a conspicuous peculiarity in the 
organizational structure of Japanese joint-stock compa- 
nies that has attracted much altention. 


|. Corporations Holding Each Other's Shares Are Stable 
Shareholders 


Generally speaking, shares held by individuals are in the 
nature of “profit-sharing securities.” Since the purpose 
of holding them is to earn dividends and also a “capital 
gain” through appreciation in the value of the shares, 
they are therefore of an unsteady nature, because they 
will be bought and sold depending on fluctuations in the 
share value. If the shareholders are corporations, the 
shares are of the nature of “controlling securities,” where 
the purpose is not dividends and “capital gain,” but 
rather a certain degree of influence on the business 
operations of the enterprise whose shares are being held. 
This type of shareholding is therefore comparatively 
stable, these shares will not be unloaded whenever there 
is a change in share values, and these shareholders are 
therefore stable shareholders. 


Stable shareholders can form stable cooperative rela- 
tions. Japanese enterprise conglomerates have been 
formed through a complex, interlocking-type of holdings 
of each other's shares. | t sets of 

have also established links through the holding of cach 
other's shares. Besides these. there are also enterprises 
that are not part of enterprise conglomerates and also not 
part of the independent sets of enterprises, but who also 
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have relations th the holding of each other's shares 
for the sake of stabilizing trade relations and for a closer 
coordination between the enterprises concerned. 


Stable shareholders can also prevent enterprises from 
tive wholesale buying up 
Capon ane | half of the shares of a company 
are all bought up, its management powers will be con- 
trolled by someone else, and its merger may occur al any 
stable shareholders is a major means 

mergers. After the war, Japan initi- 
ated sirict restrictions again direct investments by for- 


| 


rect investments 
After the capital fund li ization in the 
1960's, foreign capital could in prin- 
A pt 

ity of companies w- \— up in 


sulin 
FURHE 
Hae 
gee 

E 

i 


shareholding associations’ is also a 
these circumstances, the pro- 
circulate in the market is very 
furthermore, also scattered among a multitude of 


yy yb Y- makes it virtually impos- 
sible for an t agent to buy up all the shares of 


2. The Practice of Holding Each Other's 
Shares Stimulates Rises in Share Prices and Depresses 
Dividend Rates. 


i 
if 
if 


merely 0.35 to 
individual buys shares, he will certainly not aim at 
dividends, but after the eventual di tial in the 
price of the shares, ic. he is the “capital gain” 
resulting from an appreciation of the shares in question 
Although corporations as shareholders will not be 
seeking “capital gain” resulting from an appreciation of 
their shares, they will still show a tendency to drive 
prices of shares up and to depress dividend rates. The 
reasons for this are: |) When corporations hold cach 
other's shares, any increase in dividends will have to be 
paid to each other, and these payments will offset each 
other, while it will be the individual shareholders that 
will reap the benefits. As far as the corporate enterprises 
are concerned, it would merely be an additional divi- 
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this tendency 
share prices 
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capital, and that is the reason why there is a tendency 
here to drive up share prices. 3) Mutual holding of each 
other's shares requires large-scale purchases of shares, 
and that has demand for some shares exceed supply, 
which too is stimulating share prices to go up. 


3. Mutual Holding of Each Other's Shares Has Manage- 
ments Dominate Enterprises, Makes the Rights of the 
Ulumate Owners an Illusion 


The primary shareholders in all large Japanese enter- 
prises are mostly corporations, and these large corporate 
shareholders in unison can exercise a controlling effect. 
However, because the corporate shareholders hold each 
other's shares, the influences they exert as shareholders 
will be mutually offset by each other. They have a tacit 
understanding that they will not interfere with each 
other, will generally not oppose company proposals at 
shareholders’ meetings, and they are thus in actual fact 
constituting a powerful force in support of enterprise 

ts. On the other hand, share holdings by 
individuals are first of all very dispersed, and the only 
annual shareholders’ meetings of all listed companies are 
all held on the same day, which makes it impossible for 
individuals holding shares of different companies to 
attend their shareholders’ meetings. For this reason all 
shares held by individuals are fundamentally ineffective 
This gives enterprise management great freedom, with 
few restricttions from the shareholders, this in turn 
accounts for an extremely large measure of autonomy in 
the management of business affairs. 


Mutual support among corporate shareholders 1s of 
course not unconditional, but preconditioned by the 
success in one's business operations. If ever some serious 
trouble occurs in the business operations of a company. 
the corporate shareholders may also intervene to protect 
the interests of the shareholders, and the method of its 
intervention may be a joint effort of all corporate share- 
holders to recall or change the management of the 
affected company. This involves an extremely critical 
problem: who is bam hy ae ay & A 
corporate shareholders? It is definitely not the ultimate 
ownership, the individual shareholders, but rather the 
corporate representative of the shareholding enterprise. 
i.¢. the manager. In Japan, the representative of a cor- 
porate enterprise is the “representative director.’ The 
one who signs enterprise contracts with outsiders, who 
attends shareholders’ meetings of enterprises in which 
shares are held, and who exercises the voting rights, it .s 
he who in all these cases is the “representative director.” 
Large enterprises may have more than one “representa- 
tive director,” amy manager, assistant manager, director 
with special responsibilities, or executive director can 
simultaneously be “representative director.” They may 
each represent one company according to their particular 
division of labor, and do so separately at different 
locations, as the performance of their official activities. 
When they attend as representatives of their own enter- 
prise the shareholders’ meeting of a company in which 
they hold shares, they can act on their own initiative and 
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without the need to solicit the opinion of the share 
holders of their own en . Although this type of 
representation nates, as far as it concerns 

en in which shares are held, from the owner- 

8 of the enterprise, it actually turns into » 
representation by an associative p of managers. In 
actual fact, it amounts to the that control and 
supervision of the enterprise, and all dispositions 
regarding the enterprise, will be exercised by the associa. 
tive group composed of the managers of the various 
corporate joint-stock enterprises. Because of the exist: 
ence of this kind of an associative of managers of 
the joint-stock enterprises, the direct link is broken 
between the managers of those enterprises in which 
shares ave held and the ultimate owner-shareholders of 
the a ore In other words, under conditions of 
ay b ng each other's shares, we are justified in 
in a certai 


i 


: 
z 
3 
4 
z 


decisive role in the business operations of an enterprise 
is thus, in the final analysis, not played by the share- 
by the managers. 


rendered illusory, these effects and mechanisms are the 
Regardiess of whether the ultimate owner- 
shareholders are individual shareholders or the state's 
administrative departments in charge. there is always 
this possibility of their rights being rendered illusory 
Under the conditions of socialism, by an accurate use of 
the “illusion-creating mechanism” of mutually holding 
each other's shares by corporations, by izing the 
unitary “author,' ‘nan administrative hag” [po po | 237 
1237, literally = ther-in-law”’] into pluralistic “author- 
itarian corpora, ags.” it is possible to transform the 
managerial mecha...sm, so as to have mutual influence. 
mutual restraint. and mutual encouragemen: between 
enterprises, and as a consequence a weakening of the 
direct intervention by imistrative departments in 
charge, and a prominence of the role of the associrtive 

of managers, 80 as to have all enterprises owned 
By the whe people advance in great sides toward the 

of autonomy in business operations. 


i. eS ae See Seating 


If we were to direct our primary attention in the promo- 
tion of the system to the raising of capital, 
it would be simply impossible under the present Chinese 
condition of a general shortage of capital experienced by 
all enterprises, to get a good start in our undertaking. In 


the opposite case, if we would stress the establishment of 
mutual shareholding relations among corporations. it 
would be quite possible, with a rational circulation of 
capital funds and 


use a comparatively small amount 
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of capital, to resolve to a comparatively large degree all 
the problems of transforming our enterprises into joint 
stock companies. 


When an enterprise invests funds in the purchase of 
shares of another enterprise, in accordance with under- 
lying uction and trading relations, it can at the same 
tume be receiving funds from another company, to be 
invested in its, the first-mentioned company's shares. 
Such funds may to a certain degree offset cach other, Of 
course, this may also lead to a certain degree to a 
“hollowing out" [kong dong hua 4500 3159 0553) of 
capital funds, creating fictitious capital increases. The 
listing of such company shares for trading may lead to 
many malpractices, such as manipulation of share prices, 
fictitious guarantee capacities with overextended short- 
term loan funds, etc. However, in the course of the 
Chinese enterprise reform, during the initial period of 
forming joint-stock companies, there does not yet exist a 
well-developed stock market, and the shares of most 
enterprises cannot be listed at a stock exchange for 
trading. Realization of a Chinese system of joint-stock 
companies 1s therefore incidentally also of the nature of 
an enterprise reorganization. Under these circum- 


stances, the negative effects which may result from 
adopting the above-stated method of promoting the 
mutual ing of shares among corporations as a kind 


of initial procedure, will possibly be much less serious 
‘San such shoricomings in systems with well-developed 
stock markets. | believe that this method is quite fea- 
sible, at least in the initial stages of enterprise reorgani- 
zations and many ty oy companies. We think 
it feasible because t is the possibility that the above- 
stated function and the mechanism of corporations 
holding each other's shares will, in the course of China's 
experimental initiation of the shareholding system, man- 
ifest positive effects. 


First, stable cooperative relations formed by corpora- 
tions holding each other's shares are conducive to the use 
of economic means for the purpose of promoting enter- 


prise conglomerates. 


Orgamization of enterprise conglomeratcs could be 
achieved by administrative methods, by a promotion 
through companies of administrative character, but also 
by economic methods, by having the enterprises gradu- 
ally form such in accordance with underlying economic 
relations. The result will obviously be much better if they 
are formed naturally in accordance with economic rela- 
tions, as compared with their promotion through admin- 
istrative methods, and the former method would also 
conform much better with the objective demands of the 
reform of the Chinese economic system. 


Using as reference the organizational structure of Japa- 
nese corporations that hold each other's shares, their 
firmly established cooperative relations, which have 
grown in accordance with their mutual trading require- 
ments, have indeed been conducive to the use of eco- 
nomic methods in the formation of enterprise conglom- 
erates. For instance, an enterprise that wishes to ensure 
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the supply of needed production materials, such as raw 
materials, semifinished materials, components, etc., may 
select a suitable partner for the supply of these goods, 
invest in that firm, and by controlling a certain amount 
of its shares gain an influence on its business operations, 
thereby indeed ensuring a steady supply relationship. In 
& similar way, an enterprise that wishes to ensure a 
steady outlet for its products may also select a suitable 
partner-enterprise that will buy its products, invest in 
that firm, and control a certain amount of its shares. 
After a certain period of selections and alignments, the 
organizational structure of China's enterprises could 
undergo . First, the enterprise in which a share- 
interest is invested must be reorganized into a joint-stock 
company according to the standards for enterprises of 
the shareholding system, as otherwise the question of 
— its shares would not arise. Later, they may form 

closely cooperating enterprises or an enterprise 
conglomerate with close interrelationships. This devel- 
opmental process is, on the one hand, a process of 
enterprise reorganization, and at the same time also a 
process of well-proportioned development in which plan 
and market are naturally integrated, and where all sec- 
tors for ensured production and circulation are harmo- 
niously joined by means of holding each other's shares. 


Second, control of dividend rates by corporations 
holding each other's shares will help joint-stock compa- 
nies make a successful start. 


Presently, the experimental initiation of the share- 
holding system has met up with a real problem. Chinese 
citizens as investors lack an awareness of the risks and 
are furthermore too eager for high dividends. When an 
enterprise experimentally adopts the shareholding 
system, it cannot reduce the amount of taxes and profits 
it has to turn over to the state, and if, in addition, it has 
to greatly increase the burden of dividend payments, the 
enterprise will not see any benefit for itself in adopti:. : 
the shareholding system. If this situation is not changer 
the shareholding system has no chance of making a 
successful start. As already mentioned, dividend rates of 
Japanese joint-stock companies are far, far below the 
interest rates for deposits, so low as to even be negligible. 
As an overall quantity, the dividend burden 
prises is also very light. This experience is very signifi- 
cant for the | start of China's joint-stock com- 
panies. 

I believe, at the initial stage of getting joint-stock com- 
panies started in China, there should be no urgency 
about stock trading and to develop companies with 
stocks listed on the stock exchange. Even less encourage- 
ment should be given to the buying of stocks and 
speculating in stocks by individuals. Primary attention 
should be on enterprise reorganization, and particularly 
on establishing relations of mutual shareholding between 
corporate enterprises and the control of joint-stock com- 
panies whose shares pay high dividends by not listing 
their shares on the stock exchange. Presently, Japanese 
enterprises on the —y- rp” system number one 
million, which is over half total number of 


JPRS-CAR-92-082 
MW October 1992 


enterprises. Although the joint-stock company system 
has been widely developed, only 2,07! companies have 
their shares listed for trading on the stock exchange, 
which is only 2 per thousand of all joint-stock compa- 
nies, 


Developing corporations that will not list their shares on 
the stock exchange for trading and joint-stock companies 
that will hold each other's shares, as well as holding 
down dividend rates to a very low level, will make it 
possible, on the one hand, to change the organizational 
structure of enterprises and transform the mechanism. It 
would alsc make it unnecessary to add to the financial 
burdens of the enterprises, as it would promote an 
increase in economic returns, and for these reasons be 
quite feasivic indeed. 


Third, the fact of corporations holding each other's 
shares will give prominent significance to the function of 
associative groups of business managers, it will also help 
weaken administrative intervention and promote the 
separation of government administration from enter- 
prise Management 


Acknowledging ownership mghts of the corporate enter- 
prises, on the premise of upholding the ultimate owncr- 
ship of the state with respect to enterprises owned by the 
whole people, handing over state-owned assets to enter- 
prises, and having these enterprises fully authorized to 
use and trade these assets, allowing enterprises to have 
their own independent economic interests, all these 
factors are beneficial for the effective use and prolifera- 
tion of state assets. Enterprises may use their own 
property for external investments and the acquisition of 
shares in other enterprises, and thereby promote the 
rational circulation of capital, as well as the formation of 
an organizational structure in which corporate enter- 
prises hold each other's shares. This concept agrees with 
the direction taken in the reform of the system of 
managing and controlling state-owned assets. Not only 
large enterprises that are being newly established may be 
set up according to this method, but existing enterprises 
too may be reorganized on these lines according to the 
objective needs of their production and trading activi- 
ties. As a result of proceeding along the lines of these 
concepts, enterprises will be shareholders of each other, 
and each enterprise will change from having only one 
“authoritarian administrative hag” to having several 
“authoritarian corporate hags” all at the same time. 
Changing from one unitary “authoritanan admuinisira- 
tive hag” to a plurality of “authoritarian corporate hags” 
is in actual fact a shift in the mechanism of business 


operations 


Although the ownership system of the state-owned enter- 
prises remains unchanged, and the ultimate ownership 
right will still belong to the state, after the enterprises will 
be holding each others shares, the corporate representa- 
tives of the joint-stock enterprises—managers, plant 
directors—will be able to form associative groups of 
managers. The managers of these enterprises may retain 
their own independent economic interests, participate in 
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Table 1—Ratio of Chinese Labor Compensation to GNP and National Income (1955-1990) 
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Table |—-Ratio of Chinese Labor Compensation to GNP and National Income (1944-1990) 
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Table 2—Ratio of United States Labor Compensation to GNP and National Income (1950-1989) 
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The share of China's labor compensation in the national 


income has risen steadily since 1979 and we can clearly 
sec two stages in this general neing tendency The first 
stage was 1979-1985 Within this there also were two 
jumps in 1979 and 1984-1985 (see illustration below) 
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mainly because Chinese investment for along time has from actual compensation (wages plus various subsidies) 
been conducted by the government directly of supported — is the fundamental reason that the scale of subsidies is 
by the government and when the government makes — gradually increasing with the scale of employment Actu- 
investment policy they never give enough consideration a since reform, a many income adjusiment 
Sap See See ae ae ices such as the of “converting hidden subsi- 
of Chinese capital owners reform also was high — dies to subsidies and open subsidies to wages.” the 
This was caused by the suppressed labor price and policy of “raising rent to increase funds,’ and the reform 
rate and also was caused by the fact that — of the health care system, the retirement system, and the 
pa ab DEA FL 4 aoe unemployment system now being hotly discussed. have 
advantage to the ubiquitous system of “uni state = been carried owt one after the other The tial 
control over income and expenditures © So. being able content of all of them is to try hard to labor 
do this naturally was premised on the government's compensation conform with reality Secondly. with low 
being the only owner and manager of capital wages. employment is high, but the “at work 
idleness” is getting h and h | zing this 
Since reform adjustments have been made in the struc. —s reveals that if we say that we are partially ting the 
ture of national income distribution under various advantage of low wages and the employment situation is 
yy yy ny AT getting increasingly serious, we cannot blame it on 
ductive factor prices In the name of “giving increased labor compensation because it is just clarifying 
“arousing worker enthusiasm for production.” and “not 4 hidden in the economy. On the contrary, 
the people's actual standard of living.” subsi correcting the distorted productive factor prices will help 
dies. bonuses, payments in kind. and raises 8 to clearly recognize the problem and take appropriate 
to yf UD 4A YF countermeasures 
land use system restored land's position as a productive 2 ne Saas mechanisms appro- 
factor in the of the national economy and =P" y y 
began to the share that land earnings should — [1 can be inferred from economic theory that rarsing the 
have in the national income Corresponding to the above — rate of labor compensation will lead to lowering the 
two procedures, capital (not including land) earnings — savings rate and further lead to a lowering of the rate of 
were gradually restored to the proper level We believe = accumulation But this situation has obviously not 
that adjustments in the correspondence of productive — strictly been the case in China Data in figure 4 reveal 
ee ee ee ee eee that since reform China's rate of accumulation (the ratio 
ments in the efficiency of China's resource allocation of accumulation to GNP) truly declined somewhat from 
1980 through 1984, but since 1985 1 has been main- 
Some people could have doubts about the economic — tained at about 30 percent This rate of accumulation is 
effect of the price of labor China has fora long — rather high compared to other countnes in the world 
time purvued policy of “low wages and high employ What has changed is the structure of the sources of 
ment” and a great many people see this as a certain § «© accumulated funds. Before reform China's accumula- 


tions mainly rehed on the of government savings 

and enterprise savings A reform citizen savings 
became a major source of funds support: 

accumulation. That is. economic reform 


them from being “treasury driven” to “financially 
driven.” This change was mainly facitianned 
in labor compensation 














Table 4—Ratio of Accumulation and Citizen Savings* to GNP (1979) Unt: Percentage 
Rell 
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*Crtuzen savings include (|) total citizen savings accounts in financial (2) total citizen cash on hand. (}) total couzen oe 
tuable securities. (4) total citizen particapetion im social collective funds (5) individual citizen investment in goods 


Source Accumulation: and GNP both are taken from (Chinese Statistical Yearbook (1991) citizens aavings are taken from (vo Shing and Han 
Wensiw's Distribution and Use of Chinese GNP (1991) 
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up 13.4 percent, 0.7 percent, and 8&3 percent of treasury 
revenue respectively in Hungary, Romania, and Yugoslavia 

















the mutual relationship figure for the ratio of treasury (Source same as figure 6)) 
a mashed OF01; ond hom 1970 theocah 

income 921, and 1978 through This situation is clearly related to China's national 
1988, the mutual relationship figure for the ratio of treasury — income function-distribution structure and the treasury 
revenue to the national income and the ratio of revenue — system. In the second section we pointed out that to 
levied from enterprise profits to treasury revenue also = maintain a relatively high rate of accumulation in order 
reached 0.817. Figure 6 supplies corresponding data for to pursue a “catchup and surpass” strategy, China's 
several other countries. We can see at a glance that com- _— national income function and distribution for a long 
pared with countries al various stages of development. — time has had a pattern of low labor compensation and 
China's treasury dependence on enterprise profits is the = high interest rates. With this pattern coupled with the 
highest. Even when compared with the former East Euro. — system of unified state control over income and expen- 
pean socialist countries the situation is still the same Foor —ditures, it is no wonder that ment revenue is taken 
note 2 In 1989 revenue acquired from enterprise taxes made —s mainly from enterprise is 

Table S$ Share of Treasury Revenue From Enterprise Profits (1950-1988)* (Unit: ) 

Yew 19860 1988 1966 1008 1970 1978 1979 somo 
—, 1-0 i) 42 639 ssa $72 vy Te 7) 
Yew 198) 1982 108) 19m 108s Ty 1" one 
| Le $3.3 9.7 ass as 4 $2 m5 2 





























*Afier 1985 enterprise income and enterprise income taxes are included Before that 1 1 only enterprise income 





Source World Bank China Income Mobilization and Tax Revenue Policy. 1989 Report No 1608-CHA 








Table 6—Share of Treasury Revenue Levied From Enterprise Profits by the Treasuries of Several Countries* 


















































(Unit: ) 

Indie tom ‘Thailand Brasi! US. Germany —— England France Japan ( anede 
Emerprise $0 Ty 1 "7 12 T 96 rv %2 rT 
Income Tar 
Property Tax 06 09 40 05 8° 21 11.0 21 66 oe 
Tota! $4 137 144 82 161 10.2 206 $2 Pa | 162 
*Japanese date is for fiscal year 199), date for all other countries «s for | 988 
Source IMF Governmeni Treasury Statistics Yearbook. 1990. Japan Ministry of Finance Survey of Japanese Tax Revenue, 199) 


The situation described above gives the impression that 
individual citizens and households do not pay taxes. This 
impression is reinforced by China's mainly using prices to 
levy taxes on commodities (product taxes, value added 
taxes, and business taxes) so that industnal and commercial 
enterprises pay directly from ‘heir business income It 1s just 

In when taxpayers are mentioned, people 


- 
é 


profits for its revenue, when making macro adjustments 
and controls, they often can fall into two difficulties: If 


they want to stimulate economic development, they 
must reduce taxes on enterprises and this naturally can 
reduce treasury revenue If they want to resolve treasury 
difficulties, they have no choice but to increase tax levies 
on enterprises and that also can lessen enterprise vitali, 
and weaken the roots of economic growth. It can be said 
that since reform and even since the founding of the 
country, China's treasury all along has been poor at 
dealing with this situation. 


If we say that since reform adjustment in China's 
national income function-distribution structure 1s a fact. 
then it 1s essentially rooted in the former tax system 
structure and a decline in the ratio of treasury revenue to 
national income is the inevitable result. If we say that the 
former adjustment conforms to the requirement to 
develop the planned commodity economy. then the 
decline of the latter is logical. Furthermore. if we focus 
on the development of the national economy. raising the 
ratio of treasury revenue to the national income is 
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certainly necessary, %© y changing the struc 
ture of tax sources and adjusting the structure of the tax 


phy yA A BH economy, 
was one opinion that believed that China should 
adopt @ tax system structure that was mainly income tax 
comparable to the countries. Looking at it 
Lys tat tdi a 
product economy to a ty economy, com- 
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link to the end of this chain for 
to social insurance taxes” techni- 
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"s tax system structure, levying property taxes 
resource taxes still have not been given the 
they should have. With economic devel- 
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on the to promote 
allocation of resources and fair distribution of 
becoming ever more important. That the gov- 

ire an ever increasing source of 
also goes without saying. 


. with major changes in the national income 
structure, desiring to give the government 
revenue to carry out responsibilities that it 
assume, increasing taxes levied on commodities, 
levied on property, and taxes levied on resources 
levy social insurance taxes could be the 
us in for a fairly long time in the future. 
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Japan's Experience Seen Helpful To Reform 


Model for Market Economy 


9ICEOO0IA Being SHIJIE ZHISHI Yn D 
AFFAIRS) in Chinese No 15, 1 Aug 92 p 14 


Article by Feng Zhaokui (7458 2507 1145): “Japan's 
and China's Reform”) 

[Text] More Lessons Can Be Drawn From Japan's Devel- 

opment Model 


Editor's Note: Not long ago. the Japan Research Institute 
of the Chinese Academy of Sciences organized a pane! 
discussion on the topic, “Japan's Experience and China's 
Reform” during which the participants expressed their 
personal views on how to borrow the successful experi- 
ences of developed capitalist countries, particularly 
nearby Japan 


We want to use capitalism, but capitalism is by no means 
the same thing at all times and in all places. Every 
capitalist country's development is distinctive. It 1s with 
this in mind that the panel members talked about the 


pecuharities of Japan's experience 


Japan is a recently developed capitalist country that 
came up from behind to catch up only in modern times 
This “origin” itself ensured that the capitalist develop- 
ment of Japan would have features distinctive from 
those of “old line” capitalist countnes, which ts to say a 
development model different from that of “old line’ 
capitalist countries. | believe that as a developing 
country in process of catching up. China can draw more 
valuable things from the Japanese development model. 


For China, the special significance of Japan's expenence 
lies in certain features common to the economic devel- 
opment of both countries that only China and Japan 
share. China does not share them with other developed 
western capitalist nations. For example China's 
economy today is catching up with that of economically 
developed counties in the same way that Japan's 
economy did following World War II and even following 
the Meiji Restoration. It 1s in the process of transition 
from an economy closed to the outside world to an 
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economy open to the outside world, and from an 
economy that either rejected or disdained markets to a 
market economy. In addition, China and Japan are 
Asian countries possessing a similar orental cultural 
tradition, and this cultural tradition is also an important 
factor accounting for some of the features that the 
economies of the two countries share. In short, in terms 
of both “historical distance” and “geographical and 
—— - Leal China and Japan are fairly close to 


oped capitalist countries, even though Japan itself 
already had a capitalist market economy. Government 
planning in Japan consisted not only of the framing over 
a period of time of more than |0 successive medium- 
and long-term plans, but also the formulation of plans 
for individual sectors, trades, industries, and land devel- 
opment, etc. These plans were extremely broad in scope. 


with enterprise plans. The Japanese Government's 
industrial policy might even be said to be an extension of 
business enterprise policies. In drawing up plans, the 
Japanese Government paid close attention to planning 
the plan formulation process itself, including the estab- 
lishment of consulting organizations such as deliberative 
bodies composed of government, industry, and aca- 
demia. It also paid close attention to the building of 
economic information networks, etc. In short, while 
adhering to a free market economic system, post-war 
Japan adopted a substantial number of planning 
methods that played a role largely through the market. 
Consequently, the entire economy exhibited a fairly 
good planning character in terms of objective results. 
Japan's experiences in combining the market and plan in 
the development of its post-war economy provide some 
lessons from which China can benefit. 


Revenue Sharing in Japan Outlined 
92CE0003B Beijing SHIJIE ZHISHI [WORLD 
AFFAIRS] in Chinese No 15, | Aug 92 p 15 


[Article by Zhang Shuying (1728 5289 5391): “Division 
of Authority: ‘The Central Government Takes Most of 
the Money, and the Local Governments Do Most of the 
Work”) 
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[Text] The market is not omnipotent. Not every aspect 
of national life can be regulated by the market mecha- 
nism. Important matters such as national defense, diplo- 
many legislation, and judicial matters cannot be regu- 
lated by the market, and lesser matiers such as services 
for the common good such as blind children's school 
attendance and the cleanliness of public toilets cannot 
depend, or entirely depend, on the market. Nor can a 
government at any level take responsibility for doing 


everything. This problem has to be remedied through a 
division of labor among governments at various levels 


Let us first discuss the division of functions in Japan. 
Japan's administrative system is divided into three 
levels, namely, the central government, the todofuken 
[Tokyo, Hokkaido, Osaka, and 33 prefectures), and the 
shichoson [cities towns, and villages), The principle 
used in the division of authority among these three levels 
is as follows: (1) definition of the functions of each, (2) 
administrative organs of an appropriate size, ability, and 
financial resources at each level to ensure work effi- 
ciency, and (3) in dealing with various matters, the basic 
level governments bear primary responsibility, the cen- 
tral government handling only matters that local govern- 
ments cannot handle or cannot effectively perform 


Japan also prescribes by law all levels of government, as 
well as the purview and the functions of government 
departments at all levels. Not only are there regulations 
for each sho (a sho being equivalent to a ministry level 
organization in China) of the central government, but 
the activities and functions of local governments at all 
levels are also prescribed by the “Local Self-Government 
Act.” One can see from such laws both a clear-cut and a 
detailed division of authority. For example. among the 
matters that the law requires local governments to 
administer and enforce, city mayors are responsible for 
144 items under 79 clauses. Matters for which town 
burgesses and village chiefs are responsible number 87 
under 5/ articles. 


The purview of matters that governments at all levels in 
Japan handle may be characterized in the following two 
ways: First, large numbers of specific administrative 
matters are handled by local governments. In |1985, for 
example, 72.5 percent of all expenditures were made by 
local governments. Second, the central government 
retains substantial control. The central government has 
the authority to legislate, to administer justice, and to 
draw up national programs, policies, and plans, thus, the 
central government has the power to intervene and 
influence every jurisdiction and realm of the country. 
This power to intervene and influence is also backed up 
by the way in which financial authority 1s divided. 


Let us talk about the division of financial authority. A 
tax apportionment system regulates the division of 
financial authority among all levels of government in 
Japan. Taxes are of three main kinds corresponding to 
the three administrative levels, namely a national tax, a 
todofuken tax, and a shichoson tax. 
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The basic pattern for apportionment of the land tax and 
levies emenp Ge three administrative levels is as 

: (1) each of government has a relatively 
of tax revenues, and this source is mostly 
t kinds of taxes. The central government's 
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the ing that serious imbalance 
exists between the pattern of apportionment of authonty 
over substantive matters and the pattern of apportion- 
ment of authority over financial matters among the three 
administrative levels in Japan. In the apportionment of 
authority over substantive matters, the basic level (or 
local) governments are paramount, while the central 


—- rs lion's share in the apportionment of 
ty. This means that the local govern- 


corporate taxes, and alcohol taxes, 24 percent of excise tax 
revenues, and 25 percent of tobacco tax revenues. 


(2) Tax transfers, meaning tax revenues that the central 
government turns over to local governments. The 
amount of transfers that the central government pre- 
scribes is as follows: all local railroad taxes and special 
tonnage taxes, 20 percent of excise taxes, 50 percent of 
natural gas taxes, 25 percent of motor vehicle weight 
taxes, and two-thirteenths of airplane fuel taxes. The 
central government prescribes the use of an over- 
whelming majority of transfer taxes, such as for the 
building of basic facilities such as roads. 
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(3) National treasury burden funds. These are expendi- 
tures that the national government makes in the form of 
subsidies, discounting, payments, support fees, commis- 
sioning fees, expense sharing funds, etc. to local govern- 
ments for sharing the burdens on certain matters. The 
national treasury burden rate differs for different items. 
For example, the national treasury burden rate on com- 
pulsory education expenses is one-half, the national 
treasury burden rate for the building of urban under- 
ground water systems is two-fifths, ... 


Policy Support Holds Lessons 
Y2CE0003C Beying SHIJIE ZHISHI [WORLD 
AFFAIRS] in Chinese No 15, | Aug 92 pp 15-16 


[Article by Hu Xinaxin (5170 2946 2946): “Market Com- 
petition More Important Than Industrial Policy”) 


[Text] As a late-comer to capitalism, in the process of 
catching up with developed countries, —_ 
policy in Japan played a much greater role than in other 
market economy countnes. The Japanese Government's 
economic policies, particularly its industrial policies 
receive rather close attention from students of Japan's 
economy, nevertheless, we cannot disregard the fact that 
ever since the Meiji Restoration, Japan has made 
extremely strenuous efforts to import modern western 
civilization, consequently, it possesses the minimum 
basic element that a modern economy and society needs, 
namely a market competition mechanism. It must be 
said that this is one of the basic factors accounting for the 
rapid development of Japan's economy. 


The industnal policies of post-war Japanese govern- 
ments really played an important role in spurring devel- 
opment of key industries and improving the industrial 
structure. However, the facts show that not all of the 
industries that the post-war Japanese Government sup- 
ported developed by leaps and bounds. For example, the 
aircraft industry and the calcium carbonate industry 
were industries that the Japanese Government hoped to 
nurture, but that did not develop rapidly. Furthermore, 
not all of the industnes that realized rapid development 
after the war and played a major role in stimulating the 
export were industries that the government had heavily 
supported. During the early period of development of 
some important industnes, particularly basic industries, 
certain government policies, particularly regarding 
depreciation and funding of government financial insti- 
tutions as a matter of policy, certainly helped greatly. 
nevertheless, this help amounted to only an extremely 
small percentage of these industries’ investment in 
equipment. The development of these industries 
stemmed largely from intense competition among enter- 
prises, particularly market competition in the process of 
post-war industrial reorganization. Yet another impor- 
tant theme in declining cost industries (meaning indus- 
tries in which costs per unit of product decline appre- 
ciably as the size of the enterprise expands) was the 
establishment of appropriate economies of scale. In this 








MM 
regard, many believe that the Japanese Govern- 
ment's instit of invesiment controls or readjustment 


voy grt vole in the fshioning of economies of vue, Tob 


investment in the industry is deemed a 
classic of the failure of “industrial policy.” Duri 
the 1960's, the world’s petrochemical industries 


rapidly, and Japan's investment in its domestic petrochem- 
ical indusiry was also extraordinarily brisk. In order to 
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“blind investment” or “duplicative investment” that causes 
a very great waste of resources, which would really be the 
case. In Japan, however, motivated by their own interests, 
the main investment banks ni examine every invest- 
edn gh dy — yeh EY a 
investment. Additionally, the fairly strong ...obility of pro- 
duction factors makes for readjustments in the availability 
of investment (enterprises whose cost situation is good 


of competitors far exceed the social waste that “duplicative 
investment” causes. Because of the intense market compe- 
tition, only a handful of the original 35 Japanese television 
manufacturing enterprises survived. 
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Various subjective and objective factors (not yet com- 
pleted reforms, an undeve market system, and the 
existence of various kinds of behavior that limit compe- 
tition) are the main reason why certain major industries 
in China today cannot develop more rapidly, and why 
the economies of scale in declining cost industries cannot 
be realized with all possible speed. In this sense, for 
China the most important aspect of industrial policy 
seems not to be a “tilt policy” for the support of key 
industries, but a policy that opposes monopoly and 
encourages competition. 


Government Support of Enterprises 


92CE003D Beijing SHIJIE ZHISHI [WORLD 
AFFAIRS] in Chinese No 15, | Aug 92 pp 16-17 


ane Lu Wenzhong (0712 2429 1813): “Support From 
y Quarters for Medium-Sized and Smali Businesses”) 


[Text] Medium-sized and small enterprises occupy an 
extremely important position in Japan's national 
economy. In order to promote equipment modernization 
in medium-sized and small business concerns after the 
war, the Japanese Government adopted a series of fairly 
effective policies that might serve as an example and 
provide lessons for China, which has so many medium- 
sized and small enterprises. 


In order to solve the problem of medium-sized and small 
enterprise lack of sufficient funds to purchase isticated 
equipment, the Japanese Government drafted “Equipment 
Modernization Funds Credit System™ in 1954, and in 1966 
the government drafted “Equipment Modernization 
Leasing System.” In the process of equipment moderniza- 
tion, Japan first directed attention to modernization of 
equipment in the industnal sector's most basic, and most 
important machinery industry. This played a very great role 
in the modernization of all industry. 


In order to stimulate technological progress in medium- 
sized and small enterprises, not only did the Japanese 
Government provide greater technological guidance to 
medium-sized and small enterprises, but it also did every- 
thing possible to guide and support the technological devel- 
opment and the training of talent in medium-sized and 
small enterprises. All todofuken public experimental 
research institutions formed specialized technical guidance 
teams composed of experts, scholars, and teachers to pro- 
vide guidance to medium-sized and small businesses. In 
addition, in order to provide needed technical information 
to medium-sized and small businesses, Japan also estab- 
lished local and national medium-sized and small business 
information centers and technical information offices in 
public experimental research institutions. Public expen- 
mental research institutions, local governments, and 
medium-sized and small business entrepreneurial groups 
provided all sorts of training, and they set up six medium- 
sized and small business colleges specializing in the training 
of technical personnel for medium-sized and small busi- 
nesses. 


The Japanese Government provided technology and 
funds to guide medium-sized and small businesses in the 
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acceleration of reform, to the outside world, and 
economic construction when such an environment 
exists can the people of the whole country concentrate 


to invest boldly and without worry in the 
en en ay. eee ane 
function as an integral part of the military power of the 
or ane Ge seu. Gad 90 Gas eee Gey CNS 
the dictatorship of the proletariat. They create the safe 
and stable social environment for reform, opening to the 
outside world, and economic construction. This is our 
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Second Is Greater Efforts in of National beo- 
nomic Construction. Although the ‘s Armed Police 


face real difficulties in assisting national economic con- 
struction, they also have many favorable conditions for 


providing support. ~~ + although their 

areas are y dispersed, People's Armed Police 
enjoy ex ve contacts with local governments and the 
people that enable them to understand at once economic 
construction development plans and the most important 
actions to be taken for their implementation. They can 
assist economic consiruction in a planned and focused 
way, using their strength where it will do most 
Despite the limitations on our troop strength, our 
stationed in large- and medium-sized cities are relatively 
concentrated. In particular, the mobile units that have 
been organized in recent years can be concentrated 
relatively easily into an assaull force to assist economic 
construction. Although the tasks for which the People's 
Armed Police are responsible are strenuous, many of 
these tasks directly serve economic construction. F . 


nomic construction Clearly, not only should the Peo- 
ple’s Armed Police play a role, but it can play a role in 
supporting national economic construction. Act , 
our units have already played a very good role. This 
shows that no matter whether stationed in large- and 
medium. sized cities, in coastal areas opened to 

outside world, or in special economic zones, no matter 


heavy, so long as our units have a positive attitude, a 
spirit of making a contribution, persevere in suiting 
general methods to local situations, and make the most 


' ' 
that governments assign us, but we must also 
consider the interests of the people from 
point, share the concerns of local governments from 
their standpoint, keep overall goals in sight and take 
daily tasks in hand, genuinely making the task of sup- 
porting economic construction the key area in stimu- 
lating economic development, solving the problems that 
the public wants solved. 


Third, More Efforts Must Be Put Into the Joint Building 
of Socialist Spiritual Civilization. Hundreds of millions 
of soldiers and civilians taking part in a campaign for the 
joint building of socialist spiritual civilization 1s a new 








| 
| 


y 
f 
ul 


i 
Hil 
kit 
ie 


He 
: 
3 


HE 
ui 
ia 
int 
HHI 


F 

i 
; 
2 
3 

727 


# 
i 
| 
1 





MILITARY, PUBLIC SECURITY 4” 


attention to, and concern for the building of the People's 
Armed Police. Examples include the experiences and the 
deeds reported here by the Tianjin Municipal CPC 
Committee and municipal government, and by the 
ing Municipal Peopi.'s Government and the Yanan 

ure People's Governmen, which were invited to 
attend this meeting, all of which elucidate this matter. 
Throughout the country as a whole, deeds such as this 
are 100 Numerous to Mention. We must be adept al using 
the materials provided in these briefings to educate the 
troops so that the more attention local CPC committees 
and governments give the People's Armed Police, the 
more we will modestly and prudently submit ourselves to 
the leadership, resolutely fulfilling the various tasks that 
local CPC committees and governments give us. The 


terms of how well local jurnsdictions solve the real 
problems that People’s Armed Police units have We 
stress closer relationships between police unit leaders 
and local leaders, the goal being attention at the top in 
order to stimulate action at the bottom. and to advance 


achieving sincerity in cherishing the people, humility 
and sincerity in learning from the people. and whole- 
heartedness in serving the people. Achieving this will 
require greater attention to the following First is exem- 
plary obedience to discipline and the law Not only is it 
necessary to comply with national laws and ordinances. 
and the rules and regulations of the People’s Armed 
Police, but it 1s also necessary to show full respect for 
customs and conventions in garrison areas. scrupulously 
respecting the public's way of life Second is diligent 
implementation of the policy of “unity - consultation - 
unity.” In handling conflicts and disputes that arise 
between units and the local populace. the People's 
Armed Police must proceed from a desire for unity, 
taking the initiative in talking things over. solving prob- 
lems amicably through mutual understanding and 
mutual compromise in order to achieve the goal of even 
greater unity between the People's Armed Police and the 
public. Third is the need for humility in learning from 
the public. In the process of learning from the people. 
mutual understanding between People’s Armed Police 
officers and men and the public should be enhanced. a 
rock-solid unity formed between the People's Armed 
Police and the public 
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Leaders and organizations at all level bear important 
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job in People's A ice support for the government 
and cherishing the people, in striving to 

reform and opening to the outside , i assisting 
economic , in jointly building spiritual civ- 


ilization, and in cementing relations between the armed 
he nie dian Thus, we must change our leader- 


style, diligently discharge 
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, and make sure thal a correct orientation is 
ollowed in the work of supporting the government and 


cherishing the people 


the People. steady intensification of reform and 
ing to the outside world is bound to present the task 
supporting the government and ——s the people 
with new situations and new problems as how to 
deal with the relationship between support for economic 
construction and safeguarding economic construction 
while accelerating economic construction. This requires 
both a positive attitude in taking part in and supporting 
local economic construction, and also requires, first, 
ensuring the absolute safety of objectives that the Peo- 
ple's Armed Police are to guard, and fully completing 
tasks in dealing with incidents that suddenly occur It 
means focusing on the People’s Armed Police's main 
duties, CPC committees at all levels creating a secure 
and stable environment In dealings between the Peo- 
ple’s Armed Police and local jurisdictions. the problem 
of how to handle the correlation between “nghts" and 
“duties” requires both exercise of the principle of mutual 
assistance for mutual benefit. and carrying forward the 
spirit of making a contribution, focusing on the goal of 
adhering to wholeheartedly serving the people Because 
civilian units increasingly want to establish a shared 
construction relationship with the People’s Armed 
Police, how to handle the correlation between quantity 
and quality in shared construction areas requires both 
support for and protection of the enthusiasm of civilans 
in jomnt construction, and also requires that the units 
proceed from realities, act according to their capabilities, 
guard against formalism. and focus their sights on 
improving quality of joint construction efforts. These 
new situations and problems require thorough examina- 
tion and study, using the spirit of a series of instructions 
from the CPC Central Committee, the State Council, 
and the Central Military Committee in combination 
with the nch experiences that the rank and file of officers 
and men have gained in practice in supporting the 
government and cherishing the people to propose pre- 
scribed policies and actions that enable units doing work 
iN supporting the government and cherishing the people 
to develop in a regulated and healthy way 


People. A meritorious role model serves as a standard If 
the work of supporting the government and cherishing 
the people 1s to show new development and break new 
ground, leaders must have role models at hand At the 
present time and for some time to come. the emphasis in 
bring role models to light must be on providing an escort 
for economic construction and for reform and opening to 
the outside world, actively assisting the building of the 
civilian economy, jointly creating “double support 
model cities (and counties). “cherishing the people. 
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5. Serious CPC Committee Attention, and Cooperative 
Government Efforts to Improve Overall Coordina- 
tion of Work in the Government and Cher- 
ishing the People. Genuine implementation of the task of 
supporting the government and cherishing the people 
requires, first, that CPC committees give it a high 

of serious attention, place it on their | ; 
perform regular analysis of the situation, and promptly 
study and solve 5 in the work of supporting the 
government and cherishing the people. Principal leaders 
must take personal charge of Campaigns to coor- 
dinate the joint efforts of agencies concerned. All gov- 
ernment agencies must establish an overall concept, 
actively lake part in organizing and directing the work of 


eapperses the ment and cherishing t to 
ng about a chustion in which everyone as one 
in carrying out the task. Leadership teams at all levels 


must make full use of the role of " ization, coordi. 
nation, and direction” serving as staff officers and assis- 
tants for CPC committees. at all levels must 





support the work of mass organizations, creating the 


SE es Tash of conditions necessary for them to do their work While 
the improving overall coordination between units and CPC 


Armed Police units may be found everywhere in the committees and within agencies, the relations of local 
cities and rural areas of the motherland. The environ. CPC committees and governments with double support 
ments in which they are located and the duties they leadership teams must be improved. Under leadership of 
perform vary greatly, and this determines the specific CPC committees and governments as well as double 
substance, form, and requirements of actions that indi leadership teams at all levels, People's Armed 
vidual units perform in the campaign to support the Police units can do a good job of supporting the govern. 
government and cherish the people. Strict uniformity Ment and cherishing the people, the People’s Armed 
and a single model are impossible. Leaders and Police forces using real actions in contributing to the 
satlens GG levels must be adept ot copivien the thorough development of the double support campaign 
philosophical concepts of commonality and individu. Comrades, the histomc mission of providing escort for 
ality, the general and the distinctive. the ordinary and — economic construction and for reform and opening to 
the special. They must diligently study the special the outside world in a new situation of acceleration of 
requirements that govern People’s Armed Police work in Teform and opening to the outside world and a new 
supporting the and cherishing the people, UPSurBe Of double support during flourishing develop- 
ponsinn is Gilnd the chevaster of the Poagte’s Armes ee oS ee ee ee 
Police and doing a good job of providing tatlored guid- Armed Police support for the government and cherishing 
ance. They must both draw up master plans that set the people, and in making new contributions that pro- 
common goals and requirements, and also provide dif- TOW economic construction as well as reform and 


ing with differences Cc Central Com he Stese Council, the Contre! 

: ent ommittec, t te Council, the Cent 
in the places, duties, and basic conditions of People’s Miltary Committee, and the CPC Committee of the 
Police units. They must direct and organize units ~— Ministry of Public Security. we will certainly see the 
snd cherishes Gea paola teat oe thend wah Gee epi situation clearly. spell out tasks. rally spit, and do a 
and the people that are imbued with the spin solid job using outstanding achievements in supporting 
ae be dy Ay Dd, db, the t and cherishing the people to welcome 


keeping with unit realities. Only in this way can the work the anniversary of the double support movement. 
Se team and to welcome the victorious convening of the | 4th 
be regulanzed solid accomplishments made Party Central Committee’ 
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NORTH REGION 


eam Mekal Communist Veuth League Congress 


SK0/ 10134892 Shijiazhuang HEBE! RIBAO 
in Chinese 18 Sep 92 p 1 


By — Guizhen (6774 2710 3791) and 
Pee fine (6992 0365): “The 10th Communist Youth 
League Congress of Hebei Province Ends”) 


sion during wich al 4, § 4h needy et 
successfully fulfilled. 
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taking rally for fulfilling the glorious tasks of the 1990's 
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members and youths to make common efforts to more 
extensively carry forward the “educational project of 
hopes.” 

On the evening of 17 September, Xing i, secre. 
tary of the provincial party committee, and Li Binghang, 
deputy secretary of the provincial party committee, 
contributed money and wrote inscriptions for the edu- 
cational project. 


NORTHEAST REGION 


3 Vices Elimination Campaign Yields Good 
Results 


SK2809140092 Harbin Hei iang People’s Radio 
Network in Mandarin 1000 GMT 27 Sep 92 


{Text} The provincial wide special campaign of elimi- 
nating three vices has been deepened constantly. So far, 
the province has eliminated |13 prostitution gangs, 
ferreted out 1,200 cases committed by hoodlums 
stirred up trouble, and arrested 2,600 persons who 
served as prostitutes or visited prostitutes. 


NORTHWEST REGION 


Gansu Implements Neighborhood Committee 
92CM0418A Lanzhou GANSU RIBAO in Chinese 
31 Aug 92 p 2 


[Procedures for Implementing the Organizational Rules 
ccpediemeell te te Committees of Gansu Prov- 
i by the 28th Meeting of the Standing 
Committee of the Seventh Gansu Provincial People's 
Congress on 29 August 1992] 


[Text] Announcement of the Standing Committee of the 
Gansu Provincial People's Congress (No. 31): 


“Procedures for Implementing the Organizational Rules 
of Urban Neighborhood Committees of Gansu Prov- 
ince” has been adopted by the 28th meeting of the 
Standing Committee of the Seventh Gansu Provincial 
People’s Congress on 29 August 1992 and will now go 
into effect. 


By the Standing Committee of the Gansu Provincial 
People’s Congress on 29 August 1992. 


Article 1: This “Procedures” has been formulated in 
accordance with the “Organizational Rules of Urban 
Neighborhood Committees of the PRC” and in lignt of 
the reality in Gansu Province. 


Article 2: A neighborhood committee is a grassroot mass 
self-government organization where residents manage. 
educate, and serve themselves. 
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People's governments or Sas opps in cities without 

districts or in districts go by municipalities and 

—— 8 governments of townships and towns should 

, Support, and assist in the work of the urban 
committee. 


Urban neighborhood commitices should vigorously 
assist people's governments or agencies in cities without 
districts or districts governed by municipalities and 
people's governments of townships and towns in car- 
rying out their work. 


Article 3: Tasks of urban neighborhood committees: 


1. Publicize the constitution, law, rules and regulations, 
and state — among residents, safeguard residents’ 
legal rights and interests, educate residents to fulfill their 
me - dap od protect public property, and carry out 
various activities to foster socialist ideology. 


Handle welfare and other public affairs for local 
residents, carry out community service activities, and 
develop service industries for the convenience of resi- 
dents in regard to production and living conditions. 


3. Mediate civil disputes, coordinate neighborhood rela- 
tions, and enhance unity among residents. 


4. Assist in safeguarding social order. 


n 


5. Assist in people's governments or their agencies in 

doing a good job in public health, family planning, in 

iving special care to disabled servicemen and to family 

of revolutionary martyrs and servicemen, in 

juvenile education, and in other programs that affect the 
interests of residents. 


6. Reflect to people's governments or their agencies the 
opinions, demands, and proposals of residents. 


Article 4: In light of the living conditions and according 
to the principle of convenience for management and 
self-government by residents, an urban neighborhood 
committee should be established within the range of 100 
to 700 households. In towns, townships, and minonty 
people's governments are located and 
“van 100 households, the people's 
is ‘-f local conditions and estab- 

either ney = i 3 COMMITTEES OF groups. 


Decisions regarding the establishment, dismissal, and scale 
readjustment of neighborhood committees are made by the 
people's governments of cities without districts, districts 
governed by municipalities, and counties. 


Article 5: A neighborhood committee consists of a 
chairman, a vice chairman, and five to nine members. In 
multi-national areas, neighborhood committees should 
include members of minority nationalities. The exact 
number of such minority members should be determined 
by the size of the neighborhood committee. 
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Members of neighborhood committees should be fair, 
have ties to the masses, and be devoted to the work of the 
committee. 


Article 6; The chairman, vice chairman, and members of 
a neighborhood committee are elected by eligible local 
voters or by household representatives. Based on resi- 
dents’ opinions, they can also be elected by representa- 
tives of neighborhood groups. Each neighborhood group 
may elect two to three representatives for such purpose. 
The term of each neighborhood committee is three years, 
and its members can be reelected consecutively. 


The election work of neighborhood committees should 
be conducted by the neighborhood committee election 
a p formed by representatives elected by 

ighborhood groups. Such work should be guided by 
eaeie'e governments and agencies of cities without 
districts and districts governed by municipalities, or 
people's governments of towns and townships. 


Article 7 Candidates for members of neighborhood 
committees should be jointly nominated by 10 or more 
eligible voters or five or more household representatives. 
They can also be nominated by neighborhood groups or 
election leading groups. Official candidates’ lists should 
be considered carefully and determined on the basis of 
the majority opinion of eligible voters. They should be 
published five days before the election. 


Article 8: The election of neighborhood committees uses 
the method of plurality election through secret ballots. If 
the number of candidates is the same as that of seats to 
be filled, depending on the opinions of residents, voting 
by a show of hands can also be adopted. 


Elections of chairman, vice chairman, and members can 
be carried out separately or together. 


Article 9 Members of neighborhood committees are 
subject to the supervision of residents. Incompetent 
members may be recalled if over a fifth of eligible voters 
or household representatives or over a third of neighbor- 
hood groups propose it and neighborhood mectings 
approve it. 


Article 10: If an opening comes up for some reason in a 
neighborhood committee, the neighborhood committee 
should nominate candidates and call a neighborhood 
meeting to hold a by-election to fill the seat according to 


proper election procedures. 


Article 11: Depending on actual needs, neighborhood 
committees can establish people's mediation, public 
security, and public health committees. Members of 
neighborhood committees can serve concurrently as 
chairmen of subordinate committees. If no subordinate 
committees are established, members of neighborhood 
committees should divide among themselves the work 
and responsibility in the abovementioned areas. 


Article 12: When carrrying out their work, neighborhood 
committees should adhere to the mass line, bring democ- 
racy into full play, and sincerely heed different opinions. 
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When they decide on un issue, they must insist on the 
of democratic centralization and submit major 
to neighborhood meetings to be discussed and 


Article 13: Depending on the living conditions of resi- 
dents, a neighborhood committee may have several 
neigh groups. The chairman of a neighborhood 
group should be elected at a neighborhood group 
meeting for a term of three years. He or she may be 
reelected consecutively. 


Under the Lo ao of neighborhood committees, 


o> aoe the decisions of neigh- 
a om tasks entrusted by bor- 
hood committees, handle well various matters of their 


own groups, and promptly reflect the opinions, 
demands, and suggestions of residents. 


Article 14: Neighborhood meetings consist of residents 
above the age of 18. 


Neighborhood meetings can be held by all residents over 
the age of 18, or by household representatives, or by two 
to three representatives from each neighborhood group. 


Neighborhood meetings can be held only if over a half of 
all residents over the age of 18, or household represen- 
tatives, or neighborhood group representatives are 
present. Decisions of the meeting have to be approved by 
the majority of participants. 

Article 15: Neighborhood meetings are called and con- 
ducted by neighborhood committees once or twice a 
year. Interim meetings may be called if over a fifth of 
residents over the age of 18, a fifth of household repre- 
sentatives, or a third of neighborhood groups propose 


Article 16: Neighborhood meetings exercise the fol- 
lowing powers. 

|. Hear, consider, anc approve the work reports and 
plans of neighborhood committees, 


2. Discuss and decide on development plans for public 
welfare undertakings in the local area and other major 
issues affecting local interests. 


3. Supervise the operations of public affairs and welfare 
undertakings in the local area. 

4. Carry out recalis or by-elections of neighborhood 
committee members. 


5. Examine and approve neighborhood treaties. 
6. Change or rescind inappropriate decisions of neigh- 


treaties are discussed and 
meetings and then filed with 


districts governed by municipalities or with 
township people's governments. They are 
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supervised and enforced by neighborhoo. committees. 
The contents of neighborhood treaties should not con- 
tradict the Constitution, law, rules and regulations, and 
State policies. 


Article 18: In light of actual needs of the local area, 
neighborhood committees may start and run collective 
public welfare undertakings. Necessary funding may be 
discussed and determined by neighborhood meetings. 
Based on the principle, of voluntary participation, funds 
may be raised among residents or units which may 
benefit from such projects in the local area. Books of 
revenue and expense should be published in a timely 
manner and subject to the supervision of residents. 


Article 19; When neighborhood committees start service 
undertakings to provide production and living conve- 
nience to local residents, industrial, commercial, urban 
construction, banking, land management, and other 
related departments and units should give them support 
and special consideration in regard to business licenses, 
funds, and sites. Tax departments should give them a 
certain period of tax reduction and exemption. 


Article 20: Service units established by neighborhood 
committees to provide production and living conve- 
nience to residents should pay management fees to 
neighborhood committees according to the ratio set by 
the authorities. Management fees collected by neighbor- 
hood committees should be used mainly to develop 
service undertakings designed to provide production and 
living convenience to residents, to start and run local 
public welfare undertakings, and to increase the subsidy 
and working conditions of neighborhood committee 
members. 


Article 21. No department, unit, and individual 1s allowed 
to misuse or borrow for any reason the property of service 
units established by neighborhood committees to provide 
production and living convemence to residents. 


Article 22: The standards and sources of operation funds 
of neighborhood committees and the scope of living 
subsidy, standards, and sources of neighborhood com- 
mittee members are stipulated and appropriated 
according to local conditions by people's governments at 
and above the county level. For those neighborhood 
committees which have economic income, subsidies can 
come from the economic income of neighborhood com- 
mittees with the approval of neighborhood meetings. 


Retired personne! serving as chairmen, vice chairmen, or 
members of neighborhood committees should enjoy 
equal treatment. 


Article 23: Retirement and pension plans of neighbor- 
hood committee chairmen and vice chairmen who 
worked for 10 or more consecutive years should be 
provided by people's governments at and above the 
county level. 
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29. This “procedures” becomes effective on the 
of its promulgation 
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HK 1509073092 ZHONGGUO TONGAUN 
oN OME 
[Commentary by Fu Yunzi (3187 006) 1311) “Demo- 
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steel and shipbuilding 


ually evolved into one in which public and private 
operations coexist, which has produced the of 
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This third disadvantage emphasizes isely the 
reversal of the t's role, in that it May not 
show up in short run, it 6 the cause of many 


defects in the private investment climate In 

en tions of domestic investment aspirations, 
ING-CHI JIH-PAO has repeatedly warned that 
failure to vigorously break through soft and hard invest: 
ment-climate bottlenecks is a source of many secret 
worries about the future of our economic Aso 
our hard investment climate, we must either find ways to 
improve our hydropower, electric power, and . 
tation, of ho investment incentives will have any 
If the government focuses its invesiments on these public 
utility of transportation projects, such as its Sia- Year 
National Construction Plan's Fourth Nuclear Plant, res 
ervoirs, power plants, East-West Expressway, and high- 
speed railways, without taking active privatization 
policy steps, it will become much too large in size, which 
will increasingly distance it from the world-wide tide of 
privatization, and will certainly not be a wise thing to do 


In other words, the necessity for a domestic privatization 


policy is not simply a matter of the efficiency of a few 
publicly operated enterprises. but more fundamen 
involves a self-criticism of the government's role and 


function. In addition to clarifying the distinction 
between the “referees” and the “players,” the govern- 
ment must also redefine its order of priorities, such as 
that public and capital construction supply priority must 
be to government-run enterprises. Thus. it 1s necessary to 
make some choices about the use of limited government 
resources Shifting sales from publicly-operated enter. 
prises to supply capital construction should be the option 
that is in line with the greatest interests Moreover. 


privat the construction and operation of all new 
public ities, in order to keep the from 
jon to take. 


— ever larger, is the right 
ing at privatization from this perspective should 
lead to more penetrating insight. and produce a firmer 
determination to proceed 


Trade Activities With Russia Increase 
92C £07108 Taipei CHING-CHI JTH-PAO in Chinese 
9 Sep 92 p3 


[Article in two parts, with part one by Wu W 
(0702 2429 7893) and Chow Chao-lhang (0719 0 
$328), and part two by Hsiung Ch'uan-hu: (3574 0278 
1979): “A New Is Being Opened in Ta:wanese- 
Russian Relations To Accelerate the Pace of 
Economic Relations and Trade Contacts, With Talks To 
Be Held on Exchange of Air and Shipping Services, 
Communications. Mutually Preferential Tanffs. and 
Investment Guarantee Agreements’ | 


{Text} Part | 


The pertinent units. such as the Ministry of Economic 
Affairs and the Ministry of Communications, are 
making all-out preparations for talks with Russia on 
exchange of air and shipping services. communications. 
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The Ten Major Goods in Taiwanese-Russian 1991 Trade (Date from the Ministry of Economic Affairs’ 
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92CB0710C Taipei CHING-CHI JIN-PAO in Chinese 
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Editorial on Promotion of Assemblymen 
92CM04214 Taipe: TZULI WANPAO in Chinese 

3 Sep 92p3 

[Editorial “Most Ridiculous Thing Under Heaven”) 


ext] As reported in this newspaper yesterday, the 
association made up of supplementary KMT 
Assemblymen decided for 


asking it to promote them ahead of others out of consid- 
eration for their “sacrifices” at , 


fication put forward by these National Assemblymen 
itself 1s totally absurd Praising themselves for “imple- 
menting party policies,” these people say that as a result 
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paaay Costes > crepeaans © Re cams Stree 
tion aaate Se Nees Sean Sep OS Gey 
hominates candidates for the second Legislative Yuan 
election, to promote supplementary National Assem- 
blymen as at-large Legislative Yuan members or Super: 
visory Yuan members, to give preference to interested 
supplementary National Assemblymen when it nomi 
nates candidates for county chief or mayoral elections, 
even to promote the supplementary National Assem- 
blymen to fill party positions or other jobs in party-run 
enterprises. In short, these assemblymen, whose terms 
have not yet expired, are no longer interested in their 

tion as assemblymen but have begun early 

their own future Yet they are setting their on 
py d gh oy to do with the ‘s liveli- 

or public affairs Instead they are preoceu- 
pied with personal interests and power 


Probably only these National Assemblymen are capable 
of cooking up something this absurd Onginally the 
National Assembly was charged with the important task 
of constitutional reform Yet instead of feeling guilty 
that constitutional reform has not gotten off the ground 
thus far. these people interpret their failure to discharge 
their oo as “undoing their achievements” and 
their failure to represent public opinion as “sacrificing 
their own future What shamelessness' They talize 
on such shamelessness to demand that the give 
them related public jobs and on a preferential basis to 
boot They regard public employment as a bargaining 
tool and have no consideration for national reputation or 
democracy. These people do not deserve to sit on the 
National Assembly. let alone demand that their party 
give them new jobs 


We are distressed to see National Assemblymen behaving 
this way [It seems that the lack of success in constitutional 
reform has something to do with the ruling party nom- 
nating these people to sit on the National Assembly If these 
people manage to change jobs as they wish. they will realize 
their personal ambition In the process. however, national 
vitality and social pustice would have been sacrificed The 
central committee of the ruling party cannot but proceed 
with caution 


Foreign Banks Vital to Internationalization 


92CE0664B Taipei: CHO-YUEH /EXCELI ENCE) 
in Chinese No 96, | Aug 92 pp 196-199 


Article by Lin Ime: (2651 0122 3780) “Ranking of 
Commercial Bank Operations”) 


ext) First National City Bank Most Willing To Take 
Dai Ichi Kangyo Has Highest Profits 


While local banks are vying with cach other for market 
shares, 36 foreign commercial banks located in Taiwan 
have also joined the fray Although the performance of 
foreign commercial banks 1s currently not as dazzling as 
that of local banks. their unimpeded global networks and 
transnational experience have since become inter- 
twined with Taiwan's economic li 
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Sua Gaus Ge Comes putiemante of Gs ¥ foreign = =— ss Dai Ichi Kangyo Bank Wins Four Championships 


the ‘s financial institutions in terms of the For Taiwan's sole Japanese Bank, the Dai leh 


Bank, 1992 was a bumper harvest _ Not only did its 
amount See Gee, Same, & came, Ces Oe pre-tax net profit reach a peak NT$700 million, but it 


transnational experience have since become an «4480: Boored several firsts in net value, business profit 
fs ~ ABSA rate, and before-tax net benefit rate 





aan ash wosuse ong Tesenend tomy |e aunts ea 
Since the when new financial and aiwan yi, ized enter: 
a A up to the present time. the role as its main business customers This, plus many 
of foreign banks in the gradual internationalization of that have been bank customers for several decades, 


Taiwan business concerns has produced a profound 4 Well as an average more than |0 years tenure of the 


impression include the conclusion of several Bank's 200 employees give the bank a stability that is 
~ 4 4-4 Af_, Tye. unassailable Assistant Chien Wuet'ten [7115 


Engineering's purchase American 29.76 3944) declared that the has very many “ 

f oe . mea" Ee is quite well informed about the 
deng Biscuit, and Hung-ch') Computer's purchase of “uation and business concerns in Taiwan In addition, 
Onis, a 


Sacetnacecteieca: keen Sep ttog, e's tage Sa 
behind-the-scenes role Even in the current 
of new banks, Taiwan's 15 new banks take the quality of ‘nome from interest and handling fees “The head office 
service of foreign commercial banks as the standard that oe Se ae eS ee ae 
they try to emulate. “We have made a special study of We have fo choice,” was the way the manager of a 
the methods of Citibank's Consumer Finance Depart. — /#PaNese-owned cosmetics firm explained 11 
ment,” a of a new bank who is quite close to In addition to being ) regarded as a sub-lessor 
National ity Bank dracon, regarding how hs bank that earns steadily and never incurs losses. businessmen 
preparing | fans iw it XJ having ae conservative 1+ 
Shine American Banks ment st ™ prov us nO more | 

we NT$4 or 5 million, which can not be compared with the 
Behind the signs of these foreign commercial tens of millions that other foreign banks frequently 
banks, cach of depends on guidance and assistance = =— provide” said a financial manager of the Yu-lung Cor- 
from powerful parent corporations to carry out a quiet a. eS ee oe ee 
contest of strength in Taiwan x - being 3 ——. —- — 

‘en Wu-t ren explained, “It's a matter of the distribu- 
This magazine used the central bank publication. Finan tion of resources Actually we often face a situation of 
- db “y— git gt. not having the wherewithal to cope!” 
value. All banks, both large and small, strengthened both — Since all foreign commercial banks are under control of 
their traditional and new business positions: ty bth ee ol 
amount of money invested and controlling the quality 

Judged in terms of total assets value, Citibank 18 investment have gradually become a mayor clement 
far out in fom of the pack at NT$52.265 billion —getermining victory or defeat on the battlefield for 


, ‘ ie , 
jotged in terme of their use of “rich capital,” the vom of —— Se = a traditional commercial beak 
as a 


to do large scale §=9> Comparison of before-tax net benefit, which 1s both 
business in Taiwan. By this criterion, the top five banks —s externally visible and also the most direct indicator of 
in order of precedence are Citibank, Netherlands — performance. shows a 64 ratio for the first ume between 
Trading Banking, Credit Lyonnais, Dai Ichi Kangyo _—_ loans for consumption and loans to business enterprises 


Bank, and Société Generale This fags doubler which 1s second to Kangyo Bank. 
1s doubtlessly demonstrates the ambition of 
This is very different from the situation four years ago Citibank. which has always been a self-styled financial 
when three of the five largest banks were American. —gepartment store. to deploy into the consumer finance 
Clearty the situation that Amencan commercial — business. Interestingly. Citibank's new benefit fell 30 
banks ty pa nytt ne percent from its splendid achievements of 1991 By 
nsen 4 4 dd oa aap Se, eee 
Telnen. the total A tp emg te) a at 180 million, had a startling | 3-fold 
has approached 40. In 1991, three new ones crossed the 
seas to get a piece of the cake in Taiwan, and another 15 = Since its merger four years ago with Continental Bank, and 
foreign banks that have only offices in Taiwan are — its merger with Amsterdam-Rotterdam Bank in 1991. the 


awaiting the chance to go into action 


always active Netherlands Trading Bank has a “dark horse” 





plans. This inciuded the A, > Nyy a — Aw 
Association ‘ung plan, 
reed pe hee) tt In connection with its 


In view of its relative of Taiwan dollar funds 
the Netherlands Trading decided to seek opportu 
SS ee “both enemies and 
friends,” in the course of competition Since 


professional . 
the new banks were unable to handle foreign exchange 
business, in one fell swoop the Netherlands Trading 
ep he he tbe capey dep a 
personnel, and it used (1s to gain understanding 
contacts of these new hands and customer needs. 


If the amount of capital supplied and the recommenda- 
tions made serve as the x and the y axis to produce four 
quadrants, naturally traditional commercial banks 
supply enterprises with capital. When several 
large banks put greater emphasis on making the supply of 
capital and recommendations co-equal, and several 


global 
policy of the head office, and the transformation of the 
latter was, as its regional executive assistant manger 
Timothy McGinnis said, due to the suiting of 
measures to the times and local conditions. “ 
sional narrowness makes a transformation rather gruel- 
ing” said the manager of an investment bank manager 
feelingly in disclosing his predicament. 


Since profits cannot be easily increased steadily, these 
investment banks have no more than approximately 20 
personnel. Even so, when the stock market was hot, Hsin Fu 
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Bank was the securities trader for the Yung Feng Yu 
Paper uring Group. In addition, it helped sell 


Yung Feng Yu's overseas corporation debentures. 


The change in the role of foreign banks from being purely 
suppliers of capital to being intermediaries for capital is 
due to the inevitable process of constant metamorphoss 
of Taiwan business concerns. "As businesses increase in 
size and they have ample capital of their own, they also 
have a greater understanding of risk 1,” said 
Ta Tung Bank Vice President Chang Chie-ning (1728 
1367 1337] in surveying the very great progress that 
Taiwan business concerns have made. Consequently, he 
believes that as initiators of new financial concepts, 
foreign banks must also quicken their pace to keep up 
with Taiwan customers who are “fully feathered and 
ready for flight.” 


Taiwan business concerns, which are in a period of high 
economic th, lack liquidity.” Citibank Vice- 
President Chu Hsven-wen (2612 6343 2429) said that 
when foreign banks made loans in the past, interest rates 
mark ups of 10 points or more were frequent, but today 
“if the mark up is | or 2 points, customers are not 
necessarily interested since they have very many 
choices.” Therefore, use of price competition as a 
weapon no works. Foreign banks must begin to 
provide more financial fringe services. 


Relying on Help From Foreign Banks To Become Inter- 
national 


From the example of Tung-: (4827 0001) and Ya-ni 
(0068 3136] in issuing overseas savings and trust certif- 
icates (GDR), it is very easy to see that some foreign 
banks have successfully pioneered a new chi-pao [7162 
0202) like “safe deposit bank” role in the securities 
market. 


In Taiwan's business climate, foreign banks provide 
flexible and multiple services and provide indispensable 
financial strength. “At the first sign of trouble in the 
foreign exchange market, customers cannot be nearer to 
the market than we” said a senior bank manager confi- 
dently. “The copious information that foreign banks 
have is what we urgently need,” a marketing —> 
tion's financial manager said in affirmation 
a bee banks. At the same time, of greater 
i is that while the 36 foreign banks wage a war 
attack and defense with each other, Taiwan's business 
enterprises also want to use the capital, advice, and 
talent that they provide in competition with each other 
to move to the international stage. 


[Bex » 199] Japan's Kangyo Bank's Very Long Growth 


Although 11 1s difficult for a monopoly business not to 
make money, that this 1s the position of Kangyo Bank in 
Taiwan is also attributable to deep-rooted and inter- 
twined historical, political, and economic relations 
between China and Japan. 








tutions in Taiwan became increasingly strict, until 1989 


when Dai Ich Bank was permitted to increase 
its capital to NT$1.2 billion, attitudes have begun to 
case 


; 
2 
z 


of Tokyo, which is 


Japan's designated exchange bank (with a posi- 
tion similar to that of Tarwan's Finance Bureau), opened 
an office in Taiwan for the first ume and, for a while 


they took no follow-up action. “A thaw is occurring 
slowly on both sides of the Strait, and | 


The Bank of Tokyo's only six man office in Taiwan is 
quietly gathering information, while at the same time. 
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the American Bank of California, which is 100 percent 
owned by Japan's Mitsubishi Bank, also formally estab- 
lished a h in Taiwan during 1991. The loyalty of 
Japanese businessmen or Japanese-ow ned businesses to 

Bank is very high.” said Chao Yung-ling [6392 
3057 3781) of the California Bank. Consequently, 


Kangyo Bank's monopoly position cannot be easily 
shaken in a short penod of time 


Since it has kept its profits in Taiwan over the years 
rather than repairiate them to ‘he head office in Japan, 
Kangyo Bank stands first in terms of net value 

foreign commercial banks in Taiwan. Its relending 
money might be said to be “business that uses remaining 
money without touching capiial.” said Vice President 
Ch'en Wu-t'ien. It carnes NT¢?.5 billion of undistrib- 
uted surpluses on its books thal may be used as interest. 
free capital 


However, with cutbacks in the customs security busi- 
ness, one of Kangyo Bank's main businesses—providing 
guarantees—has declined from its peak five years ago to 
negative hin 1991. “More and more firms are able 
to provide guarantees themselves, so we are doing all 
possible to develop the commercial promissory note 
(C/P) and bills of acceptance (B/A) business,” Chen 
Wu-t'ien said 
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